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Examinations o f May, 1945
Accounting Practice — Part I
May 16, 1945, 1 :30 to 6:00 p.m.
[S o lve  P roblem  N o .  1, and either P roblem  N o. 2  o r P roblem  N o . 3]
No. 1 (3 0  points )
From the information following, prepare a consolidated 
balance-sheet of H  Co. and subsidiaries, A Co. and B Co., 
as at December 31, 1944.
H  Co., an operating company acquired 90% of the out­
standing stock of B Co. on March 31, 1944, for $162,000. 
Previously H Co. acquired 30% of the outstanding stock of 
A Co. on January 1, 1943, for $25,000. On July 1, 1944, H 
Co. purchased an additional 40% of the outstanding stock of 
A Co. for $42,000 thereby gaining effective control of A Co. 
as at that date. In order further to increase its stockholdings 
in A  Co. without impairing working capital, H  Co. sold 100 
shares of B Co. stock on October 1, 1944, for $20,500 and 
immediately used $13,800 of the proceeds to secure an addi­
tional 15% of A Co. outstanding stock.
The balance-sheets of the respective companies as at De­
cember 31, 1944, are set forth as follows:
A Co. B Co.A s s e t s H  Co.
Cash in banks........................................... . $ 86,000 $ 12,500 $ 35,000
Notes receivable............................... ...... 18,000 6,000 8,000
Accounts receivable (less reserve). . . 52,000 13,000 34,000
Inventories ........................................... ... 89,500 16,000 51,000
Investment in Company A  (at co st) . 80,800
Investment in Company B (at book
value) ..................................................... . 149,320
Plant and equipment (less reserves). . 225,000 56,500 101,000
$700,620 $104,000 $229,000
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L iabilities
Notes payable................................ ..........  $ 9,000 $ 8,000 $ 12,000
Accounts payable........................... ..........  73,600 22,400 46,200
Accrued liabilities ...................... ..........  5,320 2,600 4,800
Capital stock—common, $100 p a r .. 400,000 60,000 100,000
Earned surplus ............................ ..........  212,700 11,000 66,000
$700,620 $104,000 $229,000
A summary of earned surplus (deficit) from January 1, 
1943, to December 31, 1944, is as follows:
H  Co. A  Co. B Co.
Balance at January 1, 1943........ ........  $150,000 ($ 10,000) $ 40,000
N et profit (or lo ss)—1943:
1st quarter ............................................. 7,000 ( 2,000) 3,000
2nd q u arter ......................... ..................  9,000 1,000 4,000
3rd quarter ....................... ..................  15,000 3,000 6,000
4th quarter ........................ ..................  12,000 6,000 5,000
Total ...................................................  $193,000 ($  2,000) $  58,000
Dividends declared and paid on
July 1, 1943..............................................  12,000 3,000
Balance at January 1, 1944....................  $181,000 ($ 2,000) $ 55,000
Net profit (or lo ss)—1944:
1st quarter ............................................. 6,000 2,500 4,500
2nd quarter ................................ .......... 11,500 3,000 7,000
3rd quarter ............................................ 13,000 3,600 6,200
4th quarter ............................................. 16,200 5,900 5,300
Total ................................................... $227,700 $ 13,000 $ 78,000
Dividends declared June 1, 1944, and
paid on June 15, 1944........................... 15,000 12,000
Dividends declared December 1, 1944,
and paid on December 15, 1944. — 2,000
Balance, December 31, 1944— Surplus. $212,700 $ 11,000 $ 66,000
2
Net profit of H  Co. for the fourth quarter of 1944 in­
cludes an amount of $2,500 representing the gain on the 
sale of 100 shares of B Co. stock. (Proceeds $20,500, less 
March 31, 1944, cost, $18,000.)
Inventories at December 31, 1944, include intercompany 
items as follows:
Company Amount
ACCOUNTING PRACTICE
Date of Transaction Purchaser Seller Inventory Seller's Cost
April 5, 1944............. H A $3,600 $ 3,000
A ugust. 15, 1944----- H B 5,000 4,500*
October 5, 1944----- H A 10,000 9,000
May 15, 1944........... A B 7,000 6,200
September 26, 1944. A B 6,000 4,800
November 12, 1944. B A 16,000 14,000
* Acquired on July 20, 1944, by B from A, A’s coat then being $4,200.
No. 2 (20  points )
From the information submitted hereinafter, determine 
net income (before federal taxes on income) of Ace Co. Inc. 
for 1944 in conformity with generally accepted accounting 
principles and prepare a reconciliation of such net income 
and normal tax net income.
The statement, schedules and other information following 
are abstracted from the U. S. Corporation income tax return 
of Ace Co. Inc. for 1944:
1. Normal tax net income computation for 1944 
Item No. Gross Income
1. Gross sales, $115,000; less returns and allowance $2,500 $112,500
2. L ess: cost of goods sold..................................................... 69,675
3. Gross profit from sales........................................................... $ 42,825
12. (a ) Excess o f net short-term capital gain over net
long-term capital loss (Schedule C ) ......................  400
(b) N et gain (or loss) from sale or exchange of
property other than capital assets (Schedule D ) (5,325)
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13. Dividends .....................................................................................  4,500
15. Total income ................................................................  $ 42,400
Deductions1
16. Compensation o f officers.......................................................  $ 10,500
17.  Salaries and wages...................................................  5,100
18. Rent ............................................................................................. 3,600
19. Repairs .......................................................................................  150
20. Bad debts (Schedule G ) .......................................  615
22. Taxes .........     2,100
25. Depreciation (Schedule J) ........  1,900
27. N et operating loss deduction (see statement b elow ). . .  2,850
29. Other deductions authorized by law (Schedule K ) . . .  4,600
30. Total deductions .............................................................. $ 31,415
31. Net income for declared value excess profits tax
computation ........................................................................... $ 10,965
35. Less—Declared value excess profits tax .......................  76
38. Adjusted net income............................................................... $  10,909
39. Less—Income subject to excess profits tax $2,700
40. Dividends received credit (85% of
dividends, item 1 3 )................................... 3,825 6,525
41. Normal-tax net income............................................ ............ $ 4,384
2. Schedule C—Schedule of Capital Gains and Losses 
(Summary only)
Gain or Loss to Be Taken Into Account 
(a ) Gain (b) Loss
1. Total net short-term capital gain (or lo s s ) . . . .  $625
2. Total net long-term capital gain (or loss) —  $1,900
3. N et capital loss carry-over2................................  875
4
4. Net gain, lines 1, 2, and 3 (Enter as item 12
(a), page 1, Form 1120)...............................  $ 400
ACCOUNTING PRACTICE
3. Schedule D—Gains and Loss from Sales or Exchange of 
Other Property
Date Gross Sales Expenses
Description Acquired Price Cost of Sale 
Frame Bldg. July 1, 1935 $2,500 $10,000 $75
Deprecia­
tion
$2.250 3
Los
$5,325
1 Deductions do not include:
Officers' life insurance premiums......................................  $  812
Provision for postwar contingency reserve..................  1,750
Dividends paid to stockholders........................................... 3,500
2Taxpayer sustained a net long-term capital loss in 1943 of $875 
which could not be offset against ordinary net income o f that year.
3 Schedule J.
4. Schedule G—Bad Debts
If Corporation Carries a Reserve (a) 
Gross Amount
Taxable N et Income Sales on Bad Added Amount Charged
Year Reported Account Debts to Reserve against Reserve
1940........... ( $ 1,000) $75,000 $ 6 5 0 (b ) $ 750 $ 650
1941............ (  150) 77.000 800 770 800
1942........... . ( 2,350) 85,000 1,050 850 1,050
1943............ (  500)  98,000 925 980 925
1944........... . (  10,909) 112.500 615 1,125 615
(a) In accordance with option exercised for tax purposes, 
taxpayer herein deducts from income the amount of debts 
which became worthless in whole or in part during 1944. 
For book purposes, however, bad debts are charged to a re­
serve for bad debts provided by income charges at the annual 
rate of 1% of net sales.
(b) Bad debts written off in 1940 recovered to extent of 
$150 in 1944.
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5.. Schedule J—Depreciation
Kind of Date
Property Acquired Cost
Frame B ldg... . .  July 1, 1935 $10,000
Machinery......... Various 13,750
Furniture........... Various 4.000
Remaining 
Cost to Be 
Recovered
$7,875
8,200
2,300
E st. Life 
Used in 
Accumulating 
Depreciation
40 yrs.
10 yrs.
10 yrs.
Deprecia­
tion
Allowable 
This Year 
$1,254
1,375
400
Total .......................................................................................... $1,900
6. Statement of Net Operating Loss Deduction
1942 Net operating loss................................................................  ($2,350)
1943 Net operating loss................................................................  ( 500)
Net operating loss deduction................................................ ($2,850)
7. Schedule K—Other Deductions
Telephone and telegraph..............................................................  $ 575
Stationery and printing............................................................. 138
Insurance ......................................................................................... 459
Promotion, entertainment, etc.................................................... 1,450
Director’s fees ................................................................................. 640
Light and heat................................................................................. 150
Contributions to qualified pension trust....................................  700
Auditing ........................................................................................... 488
Total ............................................................ ............................ $4,600
4 Frame building sold on July 1, 1944, for $2,500. Building had 
previously been written off by a charge to income for the year ended 
December 31, 1941.
No. 3 (alternate for No. 2 ) (20  points)
From the following information, prepare balance-sheet 
working papers of each of the following funds of Morton 
City as of February 28, 1944:
(1) General Fund, (2) Special Assessments Fund, (3) 
Bond Fund, and (4) General Fixed Assets (sometimes re­
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ferred to as a group rather than a fund).
Morton City has established the above funds in its ac­
counting system and in addition a Sinking Fund and a Bond­
ed Indebtedness Fund (or group). Detail for the latter two 
funds is omitted in this problem and balance-sheet working 
papers of these funds are not required of the candidate.
Morton City keeps its accounts on the accrual basis, ex­
cept with respect to interest receivable and payable not yet 
due. It makes provision in its tax roll for state road taxes, 
state school taxes, and county taxes which are collected by it 
as agent for the state and the county.
Ledger account balances as at February 28, 1944, are pre­
sented as follows:
ACCOUNTING PRACTICE
General Fund Balance
Cash in depositories..............................................................  $ 125,000
Petty cash ..............................................................................  500
Taxes receivable—current ................................................  215,000
Taxes receivable—delinquent............................................. 20,000
Taxes receivable for other units—current..................  18,000
Interest and penalties receivable on delinquent ta x es .. 1,400
Vouchers payable ..........   130,000
Notes payable ........................................................................  116,200
Due to special assessments fund......................................... 8,400
Due to other governmental units—State....................... 21,600
Due to other governmental units—County....................  5,400
Unappropriated surplus ......................................................  44,900
Appropriations ....................................................................... 921,800
Expenditures ..........................................................................  900,000
Estimated reven u es............................................................... 950,000
Actual revenues ........................................  953,600
Revenues not anticipated..............................................  8,200
Taxes collected in advance..................................................  14,800
Emergency n o t e ............ ........................................................ 5,000
Special Assessments Fund
Cash in depositories............................................................... $ 316,600
Special assessments receivable........................................... 320,000
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Due from general fund—Municipality’s share of 
assessment improvement costs...................   8,400
Special assessment liens............................   20,000
Improvements other than buildings—completed............  75,000
Improvements other than buildings—in progress........  28,000
Vouchers payable .......................................................   15,000
Notes p ayab le ......................................................................... 90,000
Contracts payable—uncompleted contracts....................  130,000
Bonds payable ....................................................................... 350,000
Reserve for authorized expenditures..............................  183,000
Unappropriated surplus—construction ...........................
Unappropriated surplus—interest .......................... .........
Bond Fund
Cash in depositories..............................................................  $ 120,000
Accounts receivable.............................................................  15,000
Buildings—completed ........................................................... 120,000
Buildings—uncompleted ..................   50,000
Bonds authorized—unissued ............................................  100,000
Vouchers payable ................................................................  25,000
Contracts payable—uncompleted contracts............  68,700
Contracts payable—completed contracts........................  60,000
Expenditures ......................................................................... 309,000
Reserve for authorized expenditures..............................  560,300
General Fixed Assets (Balances as at March 1, 1943)
Land .........................................................    $1,200,000
Buildings ................   3,400,000
Improvements other than buildings................................... 640,000
Machinery and equipment..................................................  325,000
Work in progress.............................................................. ...
Investment in property....................................................  5,565,000
Your audit discloses the following:
1. Reserve for estimated losses against receivables after 
abatements in the general fund are to be provided for as 
follows:
Taxes receivable—cu rren t..........................................  10%
Taxes receivable—delinquent, and interest and
penalties thereon ......................................................  20%
Taxes receivable for other units—current.........  10%
EXA M IN ATIO N  Q UESTIO NS—MAY, 1945
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2. Abatements of taxes not reflected are $4,900 for 1943, 
$710 for 1942, and $340 for 1941. Interest and penalties 
applicable to abated taxes were $80 for 1942 and $20 for 
1941.
3. The state and county taxes, amounting to $36,000 and 
$9,000, respectively, were credited to unappropriated sur­
plus as part of the entry setting up the tax roll. The cur­
rent balances in the respective accounts—due to other 
governmental units—represent cash collected to date for 
these units. Such cash, which has not as yet been remit­
ted to the units, has been credited to the account, Taxes 
receivable for other units—current.
4. The taxes collected in advance of $14,800 were subject 
to a discount of $800, currently charged to expenditures 
account.
5. The emergency note was issued on February 1, 1944, to 
meet an emergency appropriation. Such note is to be re­
tired through taxation during the fiscal year beginning 
March 1, 1944. Unappropriated surplus was charged for 
the amount of the appropriation, which equaled the 
amount of the note.
6. Unrecorded interest due on special assessments liens 
amounts to $540.
7. No provision has been made for retained percentages of 
$5,000 on uncompleted special assessment contracts.
8. The reserve for authorized expenditures account in the 
special assessments fund shows that on work completed 
to February 28, 1944, authorizations have exceeded ex­
penditures by $1,400, an amount considered too small to 
be rebated.
9. Unrecorded commitments on unfilled orders for the gen­
eral, special assessments, and bond funds amounted to 
$30,000, $45,000, and $18,000, respectively.
ACCOUNTING PRACTICE
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Theory of Accounts
May 17, 1945, 9:00 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowledge 
of accounting theory and your ability to apply the knowledge 
you have acquired. Due weight will be given to the argu­
ments presented to support your answer to each question, 
even though the examiners may not agree with your con­
clusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
After operating a number of years, a corporation showed 
a net worth of $500,000 of which $100,000 was represented 
by 1,000 shares of $100 each and $400,000 was earned sur­
plus. A 300% stock dividend was paid, making the capital 
stock $400,000 and earned surplus $100,000.
The operations of later years showed an aggregate loss of 
$280,000, leaving a deficit of $180,000.
The corporation then reduced the par value of each share 
of stock to 25% of its former value, thus restoring the capi­
tal to the original amount of $100,000. The deficit was ab­
sorbed and the surplus shown as $120,000. It is argued that 
this surplus represents the net operating result since organi­
zation and is therefore “earned” surplus.
Give a reasoned opinion, disregarding legal aspects.
No. 2 (10  points)
Define the following terms as used in cost accounting: (a) 
burden; (b) material price variance; (c) labor efficiency 
variance; (d) standard cost; and (e) actual cost.
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No. 3  (10  points)
A corporation having issued a 6%  $100,000 mortage ma­
turing December 31, 1943, could not pay the mortgage upon 
maturity. A five-year extension was granted by the mortga­
gee in consideration of $20,000 paid in reduction of princi­
pal. At the same time the interest was reduced to 5% per 
annum, 2½ % payable on December 31st of each year and 
the remaining 2½ % payable within sixty days but only if 
earned. The full 5% was to be cumulative and any unpaid 
interest was to become a lien on the property.
On December 31, 1944, interest at the rate of 2½ % was 
paid in the amount of $2,000 but the additional 2½ % had 
not been paid.
How should the situation be shown on the balance-sheet
(a) if the additional $2,000 had been earned and (b) if it 
had not been earned?
No. 4  (10  points)
Explain the following terms as used in connection with 
the valuation of inventories:
(a) LIFO
(b) FIFO
(c) Base stock
(d) Retail method
(e) Average cost 
No. 5 (10  points)
Should the partners’ federal income tax liabilities be 
shown on a partnership balance-sheet? Give reasons for 
your opinion.
GROUP II
[Answer any five questions in this group. N o credit 
will be given for additional answers, and i f  more are
THEORY O F ACCOUNTS
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submitted only the first five in the order written by the 
applicant will be considered.]
No. 6  (1 0  points)
The creditors of a company agree to accept promissory 
notes for the amount of its indebtedness with a proviso that 
three-fourths of the annual profits must be applied to their 
liquidation.
How should these notes be shown on the balance-sheet of 
the issuing company? Give a reason for your answer.
No. 7 (10  points)
A large corporation annually prepares a detailed adver­
tising budget for each class of product which it sells. The 
appropriated amounts are not divided over the months of 
the year. It consistently adheres to the budgets and no im­
portant changes are allowed, although the department mana­
gers are permitted to make expenditures when and as they 
deem them advantageous. Sales budgets also are prepared.
It is desired to maintain accounts which will show month­
ly both the budgeted advertising cost and the actual adver­
tising expenditures. How could this be done? It is under­
stood that at the end of the year the accounts will reflect only 
the actual advertising expense.
No. 8  (10  points)
Discuss the usual balance-sheet treatment of (a) bond dis­
count and expense and (b) items such as prepaid rent, taxes, 
commissions, etc., giving reasons for your conclusions.
No. 9  (1 0  points)
Discuss briefly the relative merits of charging overtime 
premiums to individual production orders or including them 
in the departmental overhead.
EXA M IN ATIO N  Q U ESTIO N S—MAY, 1945
12
No. 10 (10  points)
Discuss the difference between “deferred income” and 
“unrealized profit,” and the place of each in the published 
statements of a business.
No. 11 (10  points)
State briefly the nature and purpose of the following 
funds and explain how they are generally created: (a) sink­
ing fund; (b) endowment fund; (c) general fund; and (d) 
imprest fund.
No. 12 (10  points)
Distinguish the following, and specify at least two assets 
to which each would apply:
(a) Amortization; (b) depletion; and (c) depreciation.
THEORY O F ACCOUNTS
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Accounting Practice — Part II
May 17, 1945, 1 :30 to 6:00 p.m.
[S o lv e  bo th  p ro b le m s]
No. 1 (25  points)
From the information following, prepare as of September 
30, 1944, (a) summary statement of executors as to princi­
pal, showing assets remaining in the estate and (b) sum­
mary statement of executors as  to income of the estate of 
Ben East, deceased.
Ben East died July 7, 1943. His will appointed two execu­
tors to administer his estate and provided for the payment 
of funeral and other necessary expenses and of general be­
quests, namely $10,000 to Cemetery on The Mount; $15,000 
to PMW, a sister; and to each executor, $5,000 in lieu of 
fees.
The testator at date of death was possessed of the follow­
ing : cash $52,000; accounts receivable $18,000; non-interest 
bearing notes receivable $10,000; first mortgage bonds 6% , 
interest J 1 and J 1, principal amount $8,000 and appraised 
value $6,500; U. S. Savings Bonds, 3% interest J15 and 
J 15, par value $100,000, appraised value $101,500 ; 5,000 
Shares of Shell Mining Co., no par value, cost $50,000 ap­
praised as valueless; 1,000 shares of Atlas Amusement 
Corp., par value $100, appraised at $102 per share; semi­
precious stones $5,280; clothing $1,375; furniture $7,500.
A summary of cash transactions from July 7, 1923, to 
September 30, 1944, is presented as follows:
Cash receipts:
Accounts receivable collected (remainder uncollectible) $15,000
Proceeds—sale of $70,000 U. S. Savings bonds on 
January 15, 1944, at $102 without in terest..................  71,400
14
Dividends:
$2.50 per share o f Atlas Amusement Corp, declared pay­
able to stockholders o f record on July 5, 1943, and 
paid July 25, 1943............................ ..................................... 2,500
$2.50 per share o f Atlas Amusement Corp. declared pay­
able to stockholders o f record January 5, 1944, and 
paid January 25, 1944.............. ............................................ 2,500
Proceeds—5,000 shares o f Shell Mining Co. at 10¢ per 
share .........................................................................................  500
Refund o f 1943 overpayment o f U . S. income tax (decla­
ration tax paid $5,725, actual tax payable $5,350)----- 375
Proceeds—sale o f furniture..................................................... 5,150
Other transactions—short-term notes collected at matur­
ity; interest on all investments collected.
Cash disbursements:
Funeral expenses, etc................................................................ 1,750
Administration expenses (Corpus $5,250; Income $1,250) 6,500
Legal and accounting services incident to probating will 3,750
Debts o f testator......................................................................... 14,450
U. S. Treasury D ept—tax deficiency, 1940 and
interest thereon, $72............................................................... 522
Playa Co. 4½ % bonds—$20,000 acquired on August 15,
1943, at $101 and accrued interest (interest dates 
March 15 and September 1 5 )..................  ........................ 20,575
Short-term notes—$5,000—6% short-term notes pur­
chased on January 16, 1944, at 100½ , interest January 
15 and July 15, maturing in six months from date of 
purchase.
Other transactions—general bequests paid in full, PM W  
taking semi-precious stones at appraised value to apply 
against bequest o f  $15,000.
Other transactions—clothing given to charity.
No. 2 (25  points)
From the following information, concerning Dart Co., pre­
pare a statement showing the estimated cost of producing 
13,500 tons of X product for the purpose of bidding on a 
government contract
ACCOUNTING PRACTICE
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Dart Co. manufactures X, a main product, and Y, a by­
product. X is produced and sold by the ton (2,000 pounds).
The raw material used in production consists of three ingre­
dients, “H ,” “I,” and “J,” contained in both the finished 
main and finished by-products in proportions and at esti­
mated costs per ton set forth below:
"H”—40% at $8 per ton 
“I”—36% at $5 per ton 
“J”—24% at $7 per ton
The contract for 13,500 tons of X represents 60% of the 
budgeted 1945 production of X by Dart Co.
Main-product X is manufactured through four processes, 
as follows:
Process No. 1—Ingredients “H ” and “I” are issued at the 
outset of process No. 1; completed work in process is 
transferred to process No. 2.
Process No. 2—Ingredient “H,” at the end of process 
No. 2, suffers a 5% weight loss due to evaporation and 
10% of the remaining work in process is sold as waste 
at a nominal amount of $6 per ton ; completed work in 
process is transferred to process No. 3.
Process No. 3—Ingredient “J,” at the outset of process 
No. 3, is mixed with work in process. Ingredient “J ” 
loses 4% of its original weight due to evaporation at 
the end of process No. 3.
Process No. 4— In this final process, the material is sep­
arated into main-product X and by-product Y in the 
proportions of 80% and 20%, respectively, and such 
products are placed in salable form.
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Estimated direct labor per ton by processes is as follows:
Process Direct labor per ton
No. 1  .................................................................................  $5.00
No. 2 .................................................................................  2.50
No. 3 ......................................................   3.00
No. 4 .................................................................................  4.00
Manufacturing overhead expense at normal capacity, i.e., 
75% of a total plant capacity of 25,000 tons annually of X, 
is as follows:
Process Variable Fixed Total
No. 1......................... ............  $  60,000 $30,000 $  90,000
No. 2 ........................ ............  62,000 18,000 80,000
No. 3 ......................... ............  50,000 20,000 70,000
No. 4 ......................... ............  40,000 16,000 56,000
Total ............ ............. $212,000 $84,000 $296,000
At the normal capacity level, general manufacturing over­
head expense applicable to the factory as a whole amounts to 
$60,000, of which 40% is fixed.
It is expected that the units called for by the government 
contract, coupled with the company’s curtailed civilian pro­
duction during 1945 will reach 90% of total-plant capacity 
measured in finished units of product X.
Product Y is expected to sell for an estimated $20 per 
ton, before deduction for handling, selling and administra­
tive expenses of $2.50 per ton.
Carry all computations to two decimal places.
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Commercial Law
May 18, 1945, 9 :00 a.m. to 12:30 p.m.
[Reasons must be stated for each answer; no credit will 
be given for an answer unsupported by a statement of 
reasons. Whenever practicable, give the answer first 
and then state reasons. Answers will be graded accord­
ing to the applicant’s evident knowledge of the legal 
principles involved in the question rather than on his 
conclusions.]
GROUP I
[Answer all questions in this group.]
No. 1 (10  points)
(a) Fox for value gives a promissory note to Amos and 
Bell, partners, who endorse the note to Cody before 
maturity. Fox fails to pay the note at maturity and 
Cody, the holder, gives notice of dishonor to Amos only. 
The firm of Amos and Bell had been dissolved by mu­
tual consent before maturity of the note which fact the 
holder, Cody, knew and Amos had become financially 
irresponsible. The holder, Cody, seeks to recover from 
Bell, who disclaims liability for want of legal notice.
Can Cody recover from Bell? Why?
(b) (1) What is a restrictive endorsement of a negotiable
instrument ?
(2) Are there more than one class or type of restrictive 
endorsements ? If so, what are they ?
(3) Does restrictive endorsement destroy the negotia­
bility of the instrument ?
(4) Give a common example of restrictive endorse­
ment.
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(5) What are the rights of an endorsee who receives 
a negotiable instrument with a restrictive endorse­
ment?
No. 2  (1 0  points)
(a) W hat are the general provisions of the Statute of
Frauds as to a sale of personal property?
(b ) When is a written memorandum necessary to take a
sales contract out of the Statute of Frauds?
(c) What are the essential elements of such a memoran­
dum?
(d) Must the memorandum be in (1) a special form or
(2) a single writing?
(e) Aiken sold by sample 1,000 bushels of wheat to Bowen 
and 1,000 bushels to Clark to be delivered at Aiken’s 
warehouse. Bowen paid for his purchase, Clark did not. 
Aiken measured out the wheat which conformed to the 
sample and put into bags for delivery and awaited 
Bowen’s and Clark’s orders. Thereafter the warehouse 
and its contents including the wheat in both parcels 
were destroyed by fire through no fault of either party. 
There was no insurance on the property and contents.
(1) Aiken sues Clark for the price of wheat sold him.
(2) Bowen sues Aiken for the value of the wheat pur­
chased by him.
What are the rights and liabilities of Aiken, Bow­
en, and Clark, respectively? Explain fully.
No. 3 (10  points)
(a) W hat sources may provide authority for cumulative 
voting of stockholders of business corporations?
(b) What is the purpose of cumulative voting and how 
does it operate?
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(c) On the supposition that three directors are to be elected 
by two stockholders, one of whom, Abel, owns 70 
shares and the other, Bach, owns 30 shares, illustrate 
how they could vote to get the best representation on 
the board of directors by :
(1) ordinary voting
(2) cumulative voting
(d) May a director have another person attend directors’ 
meetings and vote for him on his proxy?
Explain.
(e) A  corporation owns some of its own stock which it 
carries in the name of the treasurer as trustee.
May the treasurer vote the stock at an annual meeting 
of stockholders to elect directors?
No. 4  (10  points)
(a) Aaron appointed Barrow, who was 17 years of age, his 
agent to buy certain goods. Barrow bought the goods 
but Aaron refused to take them, claiming that the con­
tract was not good because of Barrow’s infancy. Can 
Aaron be held on the contract Barrow made ?
(b) Anderson owned land. He gave Barclay power under 
seal to sell and convey the land. Barclay sold it. In the 
body of the deed which he delivered, the grantor was 
named as "Barclay, agent of Anderson.” The deed 
was subscribed "Barclay, agent of Anderson.” In juris­
dictions where land may be conveyed by an agent, did 
the deed pass legal title ? What reasons ?
(c) Carr Co. gave credit to Allison who was really the 
agent of Brown. The agency was unknown at the time 
but it was discovered by Carr Co. after Brown failed. 
Could Allison, the agent, be held? Explain.
EXA M IN ATIO N  Q U ESTIO N S—MAY, 1945
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No. 5 (10  points)
In federal gift-tax law, in effect in 1944,
(a) What is meant by the gift-tax exclusion? W ho may 
avail himself of it and to what extent and how often? 
Are there any time limits? If  so, what?
(b) What is meant by gift-tax specific exemption? Who 
may avail himself of it and to what extent and how 
often? Are there any time limits? If so, what?
(c) What is the basis used in computing gift tax? Who 
pays the tax?
(d) What is the donee’s basis for determining gain or loss 
on the sale of property acquired by gift ?
GROUP II
[Answer any five questions in this group. No credit 
will be given for additional answers, and i f  more are 
submitted only the first five in the order written by the 
applicant will be considered.]
No. 6  (10  points)
(a) What three elements must be present in order to give 
rise to a bailment?
(b) A warehouseman issued a uniform warehouse receipt 
stating that the goods were to be delivered to John 
Jones or order or bearer, but added a provision that the 
receipt was non-negotiable. Why? Was the receipt ne­
gotiable or non-negotiable?
(c) Smith, a customer of a bank, left with the bank for 
safekeeping three negotiable bonds, the bank agreeing 
that it would keep them in its vault without charge. The 
bonds were placed in the vault duly locked but later 
stolen by bank robbery. Smith sued the bank. Is the 
bank liable? Give reasons for your answer.
COMMERCIAL LAW
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(d) Andrews stored goods in Burt’s warehouse at the 
agreed price of $100 a month for storage charges. The 
goods were seized by a sheriff under an order by a court 
as the result of a judgment against Andrews. Burt im­
mediately gave Andrews notice of the seizure, where­
upon Andrews entered suit against Burt. Is Burt lia­
ble ? Give reasons.
No. 7 (10  points)
(a) What are four essential elements in the creation of a 
valid express trust of personal property?
(b) Trust having real and personal property in several 
states, what law governs the validity of the purpose o f :
(1) A trust of real property?
(2) A testamentary trust of personal property?
(c) What disbursements should a trustee make: (1) from 
income, (2) from principal, (3) to beneficiaries? Are 
there any exceptions as to (1), (2 ), or (3) ?
(d) The trustee of an estate deposits $10,000 of the trust 
funds, together with $10,000 of his own money, into 
his personal bank checking account. The bank fails. No 
fraud is charged against the trustee. Nothing is real­
ized from the bank on liquidation. Who sustains the 
loss? Is the trustee liable to the estate?
No. 8  (10  points)
(a) Altman, Bowers, and Cohen were partners in a firm 
selling merchandise. Cohen, personally, was adjudicated 
a bankrupt. What effect, if any, had this adjudication 
on the partnership?
(b) Ajax leases a farm to Billups and agrees to furnish 
Billups everything that is necessary to stock the farm. 
Billups agrees to cultivate the farm and furnish all the 
labor for one year, at the end of which Ajax and Bil-
E XA M IN ATIO N  Q U ESTIO N S—MAY, 1945
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lups were to divide the crop. Billups hires Cranstoun 
to aid him in carrying out the work at the farm. Crans­
toun was not paid by Billups. Cranstoun sues Ajax for 
the value of his services, claiming Ajax and Billups 
were partners. Can he recover? Why?
(c) Upon the death of a partner, what are the rights of the 
personal representative of a deceased partner in the 
affairs of the partnership?
(d) The copartnership articles of Alden and Bruer stipu­
lated that Alden should furnish all the capital and that 
Bruer should manage the business but without any lia­
bility for firm debts. Connors knowing of these pro­
visions, sold goods on credit to the firm.
(1) Who is liable? Alden, or Bruer, or both Alden 
and Bruer?
(2) What would your answer be if the copartnership 
articles further stipulated that Bruer was a limited 
partner ?
No. 9  (10  points)
(a) Name and explain five essential elements of a valid 
contract, the absence of any one of which would render 
it void.
(b) (1) When an offer in contract is made by mail when
is the offer completed?
(2) If an acceptance in contract is made by mail, when 
is the acceptance completed?
(3) May either an offer or acceptance be withdrawn? 
When?
(c) A w ritten agreement for the sale of land was drawn 
by the proposed purchaser and sent to the landowner, 
who did not sign it, but returned it with a letter signed 
by him stating “The enclosed agreement, of this date,
COMMERCIAL LAW
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is satisfactory. I  will sell you the land described in it on 
the terms which are stated in it.” The owner after­
wards refuses to sell the land.
Is this an enforceable contract? Explain your answer.
No. 10 (1 0  points)
(a) What is a lease of real property and how is it created ?
(b) Name and describe five principal provisions of a lease 
which are of importance to an accountant.
(c) Is an assignee or a sublessee of a lease bound by the 
terms and covenants of the original lease?
(d) As to real property, define and distinguish between a 
license and an easement.
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No. 11 (1 0  points)
(a) In  a surety contract for future obligations of the prin­
cipal what are the rights of a creditor on the death of 
the surety?
(1) As to the estate of the surety?
(2) As to obligations incurred by the principal before 
and after notice to the creditor of the surety’s death?
(b) Albert is surety for the partnership firm of Bixby and 
Cort on a bond to the extent of their purchases. W ith­
out Albert’s knowledge another partner, Dixon, was 
taken into the firm. Subsequently Albert was sued on 
the bond with respect to a purchase made by the firm 
after Dixon had entered it. Is Albert liable? Why?
(c) Alec, an infant, enters Burton’s employ, furnishing Bur­
ton his bond with Chase as surety for faithful perform­
ance of his duties. Alec defaults.
(1) Burton sues Alec, who pleads infancy. Can Bur­
ton recover from Alec ? Explain.
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(2) Burton sues Chase on the bond. Chase pleads 
Alec’s infancy as a defense. Can Burton recover 
from Chase, the surety ? Explain.
No. 12 (10  points)
(a) Name and describe four types of claims against a bank­
rupt which are not discharged in bankruptcy.
(b) A person is insolvent but refuses to make an assignment 
for the benefit of creditors or to take any other action.
(1) In what way, if any, can his creditors bring about 
a distribution of his assets among them?
(2) Is insolvency alone sufficient for this purpose?
(3) Can such proceedings be taken against all debtors? 
Are there any exceptions? If so, name them.
(c) The Amalgo company holds a note of the Crokett com­
pany for $2,500. This note is secured by collateral 
worth $1,800. The Crokett company goes into bank­
ruptcy. The trustee expects to pay creditors 40 cents 
on the dollar. How much is this note held by the Amal­
go company worth?
(d) Name and describe three differences between a divi­
dend paid by a trustee in bankruptcy and an ordinary 
dividend paid by a corporation.
COMMERCIAL LAW
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Auditing
May 18, 1945, 1 :30 to 5 :00 p.m.
[The candidate must answer all questions.]
No. 1 (12  points)
In  connection with the examination of a stock brokerage 
firm, state the items which should be verified by written 
confirmation.
No. 2 (6  points)
How would you verify treasury stock as shown by the 
client’s records?
No. 3 (10  points)
Enumerate the features to be especially noted by an in­
dependent public accountant in the observation of a physical 
inventory, and state the purpose of such auditing procedure.
No. 4  (6  points)
The standard short form of an independent accountant’s 
report or opinion includes the following statement:
“Our examination was made in accordance with generally 
accepted auditing standards applicable in the circumstances 
and included all procedures which we considered necessary.”
Analyze and briefly discuss the above-quoted statement.
No. 5 (8  points)
You are assigning an assistant to examine canceled checks 
relative to a client’s bank account. There are certain types 
of checks with respect to which you urge him to be particu­
larly alert and inquisitive. Indicate some of these types.
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No. 6  (10  points)
You are engaged in an examination of detailed trade-ac­
counts receivable for the purpose of appraising the adequacy 
of the relative reserve for uncollectible accounts. Indicate 
points that you would look for in the examination of indi­
vidual accounts and the conclusions you would draw there­
from.
No. 7 (12  points)
To what points should the auditor direct his attention in 
the examination and verification of bonds and mortgages 
held by his client as an investment ?
No. 8  (10  points)
W hat do you understand by “secret reserves?” Give in­
stances of the manner in which they might be created. 
What is the correct attitude of an independent auditor with 
respect to them?
No. 9  (6  points)
For what purpose and in what manner does the indepen­
dent auditor study depreciation accounts?
No. 10 (2 0  points)
State the audit steps in checking income of
(a) An investment trust;
(b) A public hospital; and
(c )  A  private school for boys.
27
Examinations o f November, 1945
Accounting Practice—Part I
November 7, 1945, 1 :30 to 6 :00 p.m.
[Solve all problems]
No. 1 (25  points)
From the information set forth below, prepare income 
statements on the accrual basis for the fiscal year ended 
January 31, 1944, and for the seven months ended August 
31, 1944.
 The Zane Department Store was incorporated on Feb­
ruary 1, 1943, and commenced business on that date. It 
filed federal income and excess profits tax returns for the 
fiscal year ended January 31, 1944, from books kept on the 
cash basis, using as an ending merchandise inventory value, 
an amount of $10,000 based on an estimated minimum 
physical inventory. In August 1944, after a field examina­
tion by the Bureau of Internal Revenue during which it was 
decided that the accrual basis rather than the cash basis was 
more desirable for reporting income, you are called in to 
convert the income account from a cash to an accrual basis 
as of September 1, 1944.
1. The cash transactions and items thereof included in net 
income on the cash basis for the fiscal year 1943 follow:
N et Income 
Amount Items
Cash receipts—
Capital stock, $100,000 par plus 
premium $10,000 ............................................... $110,000
Cash sales ............................................................... 168,200 $168,200
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Charge sales ..........................................................  86,000 86,000
Notes payable — banks (borrowed on two-
month note dated January 2, 1944; face 
amount, $10,000; discount, $100)...............  9,900
Dividend income ...................................................  2,840 2,840
Interest on bonds—4% on $10,000, collected
10/1/43 ................................................................. 200 200
ACCOUNTING PRACTICE
Total .................... ........................................... $377,140 $257,240
Cash disbursements—
Land and building (assessed values $20,000 
and $60,000 respectively; life o f building,
15 years from date o f purchase, 3 /1 /4 3 ) ..  $ 60,000 .
Furniture and fixtures (life, 10 years from  
date of purchase, 2 /1 /4 3 ) ................................. 3,000
Merchandise creditors—purchases ..................  194,000 $194,000
Miscellaneous selling, administrative, a n d
general expenses ..............................................  24,000 24,000
Officers’ salaries—monthly salaries exclusive 
of January 1944 ................................................. 33,000 33,000
Federal capital stock tax—fiscal year ended 
June 30, 1943.................. . ........................... 2,000 2,000
Fire insurance—3 year policy from March 1,
1943 .......................................................................  640 640
Real estate taxes for 1943 (February 1- 
December 31, 1943)........................................... 2,200 2,200
Investment in 300 shares o f X  Co. stock----- 40,000
Investment in bonds acquired at face value
$10,000; interest 4% April 1 and October 
1; maturity date, 4 /1 /53 ................................... 10,000
Dividends declared and paid...................... ... .. 1,800
Total ............................................................. $370,640 $255,840
2. Inventory at January 31, 1944, is estimated at $10,000.
3. The cash transactions and items thereof included in net 
income on the cash basis for the seven months ended 
August 31, 1944, follow:
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Cash receipts—
Net Income 
Amount Items
Cash sales .................................. ....................... $112,000 $112,000
Charge sales (1943) fiscal year receivables
$12,000; 1944 fiscal year receivables,
$40,000) ............................................................  52,000 52,000
Notes receivable (principal, $20,000; interest,
$1,500, including accrued interest to Janu­
ary 31, 1944, $600)...................................... 21,500 1,500
Sale o f 75 shares of X  Co. stock..................  15,000
Dividend income (dividend declared 1/23/44;
paid 2 /1 5 /4 4 ) ..................................................  1,200 1,200
Interest on bonds—collected 4/1/44 ................  200 200
$201,900 $166,900
Cash disbursements—
Merchandise creditors—purchases ($123,000, 
o f which $10,000 was owing 1 /31 /44)___  $123,000 $123,000
Other creditors—selling, administrative, and 
general expenses (incurred subsequent to 
January 31, 1944)......................................  12,000 12,000
Notes payable to banks—paid March 2, 1944 10,000
Officers' salaries—monthly salaries, January
through July ....................................................  21,000 21,000
Real estate taxes for period 1/1/44—6/30/44 
billed April 1, 1944 (identical billing to be 
made 10/1/44 for the period 7/1/44-12/- 
31/44) .......... ......................................................  1,200 1,200
Federal capital stock tax—fiscal year ended 
June 30, 1944 ......................................................  2,400 2,400
Federal income and excess profits taxes 
(4/15/44 and 7/15/44 installments of $750 
each) ..................................................................  1,500 1,500
Total ............................................................. $171,100 $161,100
4. Inventory at August 31, 1944, is $18,000 at cost.
5. Inventory as at January 31, 1944, is to be stated at cost
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as may be determined by reference to the following tabu­
lation which shows the gross profit of each merchandise 
line determined on a test basis.
ACCOUNTING PRACTICE
Mdse. Line Purchases Sales   Gross Profit
Percent of Mdse. 
Line Sales to 
Total Sales
1........ .................. $7,200 $ 12,000 $ 4,800 10%
2 ..........................  10,500 15,000
10,000
20,000
4,500
2,500 
7,000 
6,250
15
3 ........ ...............   7,500 20
4 ......................... 13,000 20
5 ..........................  18,750 25,000 25
6 ........................... 10,800 18,000 7,200 10
Total..................  $67,750 $100,000 $32,250 100%
6. Memo records of receivables and payables show as of 
September 1, 1944, balances originating since April 1, 
1944, as follows: accounts receivable, $13,500; trade ac­
counts payable (merchandise), $15,000; other accounts 
payable (selling, administrative, and general expenses 
purchased) $3,800. No notes receivable are held, nor are 
any notes payable outstanding.
7. The federal capital stock tax for the fiscal year ended 
June 30, 1945, is $3,000.
8. Notes receivable collected during 1944, consisted of notes 
of $8,800 received in 1943 directly from customers for 
sales, and notes of $11,200 received in 1943 in settlement 
of customers’ open accounts.
9. For purposes of preparing income statements on the ac­
crual basis, the effective rates of federal taxes on income 
may be considered as being: 25% on income not in excess 
of $25,000 ; 50% on income in excess of $25,000 and not 
in excess of $50,000; and with respect to income over 
$50,000, 80% of total income.
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No. 2  (13  points)
Prepare working sheet showing balances of accounts of 
Municipal Garage Revolving Fund of Rhodes City as at 
February 28, 1945.
Rhodes City maintains a revolving fund for financial con­
trol of a municipally owned and operated garage serving 
several departments. It is the city’s policy to operate the 
fund accounts so that the departments served will be charged 
their several shares of the operating cost for a fiscal year. 
Current billings are made to the departments for services 
based on charges for actual materials and supplies and actual 
direct labor plus estimated overhead. Differences between 
total overhead actually incurred and the estimated amounts 
billed to departments are adjusted through supplemental 
billing at the end of each fiscal year. Adjustments to physical 
inventories are handled through overhead.
1. Garage overhead for the fiscal year ended February 
28, 1945, comprised the physical inventory adjustments re­
ferred to and the following expenses: superintendence, 
$3,000; office salaries, $1,300 ; office supplies, $200; garage 
depreciation, $2,000; heat and light, $620; miscellaneous, $80.
2. Accounts payable at February 28, 1945, amounted to 
$1,100. All payroll had been paid.
3. The garage originally cost $50,000, financed by a capital 
advance from the general fund, and, as at March 1, 1944, 
the accumulated depreciation thereagainst was $4,000. On 
that date, records of the revolving fund showed cash $3,000; 
inventories of gas, oil and grease, $1,050; and of repair and 
maintenance materials $2,250; a balance of $900 on account 
of services previously rendered the general fund; and ac­
counts payable of $700; capital advances from the general 
fund of $50,000; and a current surplus account.
EXA M IN ATIO N  Q U ESTIO N S—NOVEM BER, 1945
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4. Physical inventories at February 28, 1945, were as 
follows:
ACCOUNTING PRACTICE
Gas, oil and grease............................................... $ 890
Repair and maintenance materials..................  2,000
5. Summaries of certain transactions for the fiscal year 
ended February 28, 1945, appear in journal entry form as
follows:
(A )
Due from General Fund.....................................  $9,740
Due from Highway Fund..................................  7,045
Due from Police Fund........................................ 8,280
Due from Fire F u n d .............................. ............ 4,685
Services rendered to departments............................... $29,750
To record charges to departments for services billed, 
as follows:
Repairs and Maintenance
Estimated 
Actual Cost Overhead
Department Total
Gas, oil grease 
(at cost) Materials
Direct
Labor
75% of 
D/Labor)
General . . . . . $ 9,740 $ 3,950 $1,240 $2,600 $1,950
Highway . . . . 7,045 2,460 910 2,100 1,575
Police .......... . 8,280 2,280 1,100 2,800 2,100
Fire ............ . 4,685 1,540 520 1,500 1,125
$29,750 $10,230 $3,770 $9,000 $6,750
(B)
Cash .......................................................................  $29,900
Due from General Fund................................................ $10,400
Due from Highway Fund.............................................  7,000
Due from Police Fund..................................................  8,000
Due from Fire Fund....................................................... 4,500
To record cash received for services billed
33
E X A M IN A TIO N  Q U ESTIO N S—NOVEM BER, 1945
(C )
Purchases—Gas, oil, and grease..................  $10,100
Purchases—Repair and maintenance
materials ....................................................... 3,580
Accounts payable .............................................................  $13,680
To record purchases for the period
No. 3 (12  points)
The Johnson Meat Packing Company desires to study its 
distribution costs (selling, administrative, and general ex­
penses) which in the aggregate constitute 65% of the total 
cost of doing business. From the information following, 
prepare an exhibit showing the allocation of total distribu­
tion cost per cwt. of meat products for each size-class of 
order (expressed in pounds per order). Carry out unit costs 
to hundredths of a cent.
An analysis made to determine basic causes of cost vari­
ation in selling, administrative, and general expense items 
discloses that each element of expense varies according to 
one of the following three bases: (1) number of orders; 
(2) number of items or invoice lines per order; and (3) 
weight of order expressed in cwt. Expenses varying accord­
ing to these three factors account for the total distribution 
cost of a given order.
The analysis of each class of distribution expense dis­
closes that these expenses are attributable to each of these 
three factors as follows:
Distribution Cost Controls
Number
of
Orders
Number
of
Items
 Number
of
Cwt. Total
Selling expense control............ $2,310 $1,080 $ 210 $3,600
Packing arid delivery expense
control ..................................... 260 320 620 1,200
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Administrative and general
expense con tro l........ . ............  1,170 580 340 2,090
Total distribution cost. ..........  $3,740 $1,980 $1,170 $6,890
Data by order-size
Order-size class
Under 50 pounds............
50-199 “ ..........
classes follow:
Number of
Orders
...................  2,800
................... 2,900
Total Number 
of Items 
4,090
8.410
Total
Cwt.
700
2,610
200-499 " .......... ..................  600 2,280
2,400
820
1,860
500-999 “ .......... ..................  400 2,800
1,000 pounds and over. ..................  100 1,030
All orders .............. ........ .. 6,800 18,000 9,000
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Theory of Accounts
November 8, 1945, 9 :00 a.m. to 12: 30 p.m.
[This paper is intended to test the extent of your 
knowledge of accounting theory and your ability to 
apply the knowledge you have acquired. Due weight 
will be given to the arguments presented to support 
your answer to each question, even though the exam­
iners may not agree with your conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
State the generally accepted accounting principle applic­
able to the valuation in the balance-sheet of each of the 
following assets:
(a) accounts receivable
(b) fixed assets
(c) inventories
(d) marketable securities
(e) prepaid expenses
No. 2 (1 0  points)
Intangibles have been classified in two broad groups based 
on the expected term of existence:
(a) Name five intangibles of each type.
(b) Discuss briefly the accounting treatment of each class.
No. 3 (10  points)
State the balance-sheet treatment of five of the following 
items and the reason for the stated treatment:
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(a) Reserve for fire insurance.
(b) Surplus invested in plant.
(c) Advances received on sales contracts.
(d) Call for retirement of preferred stock one month after 
the balance-sheet date.
(e) Coupon book sales to customers.
( f)  Prospective loss on purchase commitments.
No. 4  (10  points)
(a) State the advantages and disadvantages of the completed 
sale basis of measuring revenue.
(b) Name three other bases for measurement of revenue 
realization and state a condition under which each basis 
is acceptable accounting practice.
No. 5  (10  points)
To what extent do you consider the following items to be 
proper elements of cost of fixed assets? Give reasons for 
your opinion.
(a) Overhead of a concern which builds its own equipment.
(b) Cost of constructing new models of machinery.
(c) Cash discounts on purchases of equipment.
GROUP II
[Answer any five questions in this group. No credit will 
be given for additional answers, and i f  more are sub­
mitted only the first five in the order written by the 
applicant will be considered.]
No. 6  (10  points)
State the principal sources of revenue and purpose of each 
of the following funds appearing in the balance-sheet of a 
municipality:
THEORY O F ACCOUNTS
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(a) general fund.
(b) special assessment fund.
(c) special revenue fund.
(d) utility fund.
(e) working capital fund.
No. 7 (10  points)
Briefly explain or define the following terms as used in 
mathematics of finance.
(a) An annuity due.
(b) Capitalization as a process for the determination of 
value.
(c) Anticipation.
(d) Interpolation.
No. 8 (10  points)
(a) State briefly what is meant by the “single-step” income 
statement.
(b) State the arguments for and against the use of this 
form of statement.
No. 9  (10  points)
Present a summary statement as to the following account­
ing problems involved in the termination of a fixed-price 
supply contract for the convenience of the government.
(a) Accrual date of the contractor’s profit.
(b) Treatment of both determinable and undeterminable 
elements of the claim in the balance-sheet.
(c) Treatment of advance payment received on the contract 
before termination.
(d) Treatment of the contractor’s loans secured by the 
claim.
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No. 10 (10 points)
Contrast the accounting treatment of a stock option issued 
to an employee (a) as an investment agreement, and (b ) as 
an employment agreement.
No. 11 (10  points)
State the reasons for your agreement or disagreement with 
each of the following statements on the financial aspects of 
recording depreciation:
(a) The recording of depreciation has an effect upon the 
amount of assets which come into the business.
(b) The recording of depreciation results in the retention 
of assets equal to the amount of depreciation charged 
off.
(c) The recording of depreciation results in an accumu­
lation of liquid funds for reinvestment.
THEORY OF ACCOUNTS
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Accounting Practice — Part II
November 8, 1945, 1 :30 to 6 :00 p.m. 
[Solve all problems]
No. 1 (25  points)
From the following information prepare a consolidated 
balance-sheet of Holding Co. and its wholly owned sub­
sidiary as at July 31, 1944.
On June 30, 1944, A & Co. partnership (profits and losses 
shared equally), and X Corp. consummated a consolidation 
agreement pursuant to the terms of which Consolidated Co., 
newly organized and incorporated with an authorized capital 
of 20,000 shares of $100 par value common stock, acquired 
for its common stock issued in the amount of $950,000 to 
A & Co. and $550,000 to X Corp. certain net assets of the 
respective companies as follows:
A  & Co.—All net assets (including buildings at an appraised 
sound value of $1,100,000), excluding notes payable.
X Corp.—All net assets excluding buildings.
The balance-sheets of A & Co. and X Corp. at June 30, 
1944, before consolidation are condensed as follows:
Particulars
A ssets
Land .....................................................................
Buildings, less reserves.........................................
Machinery, less  reserves..................................
Inventory .........................................................
Patents .............................................................
Cash .................................................................
Accounts receivable ........................................
A & Co. X  Corp.
$ 50,000
1,000,000 $ 125,000
250,000 15,000
150,000 435,000
10,000
25,000 125,000
165,000 500,000
$1,650,000 $1,200,000
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Liabilities
ACCOUNTING PRACTICE
Bond and mortgage payable...................... . . . .  $ 600,000
Notes p ayab le................................................ 100,000
Accounts payable ......................................... 300,000 $ 500,000
Capital and undivided profit (loss)
Partner A  ................................................... 350,000
Partner B ................................................... 100,000
Capital s to c k ............................................... 800,000
Undivided profit ( lo s s ) ........................... 200,000 (100,000)
$1,650,000 $1,200,000
On July 1, 1944, A & Co. conveyed 1,000 shares of common 
stock of Consolidated Co. to the note holders in full settle­
ment of their claims and immediately thereafter distributed 
the remaining shares of such common stock to the partners 
in dissolution. On the same date, after the consolidation, in 
order to provide Consolidated Co. with working capital, A 
(the recipient of his partnership share of Consolidated 
stock) contributed 10% of the stock so received by him, 
only, to Consolidated Co. Such contributed stock was sold 
by Consolidated Co. on July 25, 1944, for $105 per share.
During July 1944, as a result of operations, the net assets 
of Consolidated Co. increased by $25,000 represented by 
increase in cash. For purposes of this problem, assume 
other balance-sheet accounts did not change during July.
O n  July 31, 1944, the stockholders of Consolidated Co. 
sold their interests to Holding Co. A balance-sheet of Hold­
ing Co. at July 31, 1944, after acquisition of 100% of the 
issued and outstanding stock of Consolidated Co. is as fol­
lows :
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HOLDING CO.
Balance-Sheet—July 31, 1944
A ssets Liabilities
Investment in
C onsolidated.......... $1,600,000 Capital S to c k ............$2,000,000
Securities—other . . . .  600,000 Earned surplus...........  350,000
Cash ...........................  150,000
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$2,350,000 $2,350,000
No. 2 (15  points)
From the information following, prepare a statement of 
cost of goods sold. For purposes of this statement, inven­
tories are to be stated at cost as follows: materials, according 
to the first-in, first-out method of accounting; direct labor, 
at an average rate determined by correlating total direct 
labor cost with effective production during the period; and 
manufacturing overhead, at an applied rate of 120% of the 
direct labor rate.
The records of Rowe Corporation for the six months 
ended June 3 0 , 1944, show the following facts: raw materials 
inventory, January 1, 1944, $3,600; purchases, $26,615; 
direct labor, $30,000; manufacturing overhead applied 
(120% of direct labor), $36,000; under-applied manufactur­
ing overhead $300; finished goods inventory, January 1, 
1944, $6,200; selling expense, $30,300; administrative and 
general expenses, $43,200.
A review of the records discloses the following additional 
information bearing on the above facts:
1. Purchases consist of the following:
Units U nit Price
January ........................................  1,100 $4.85
February ......................................... 900 5.00
March ............................................. 500 4.90
Amount
$ 5,335 
4,500 
2,450
42
ACCOUNTING PRACTICE
April ..................... .................... 700 5.00 3,500
May ........................ ......................  900 5.10 4,590
June ........................ ......................  1,200 520 6,240
$26,615
2. Purchases during January, as above, do not reflect a 
supplier’s reduction memo in the amount of $450.
3. Data with respect to quantities are submitted as follows:
Units
1/1/44 6/30/44
Raw materials ........................................... 700 #
Work in process (80% com plete)........  None 500
Finished g o o d s ..................  ...................... 300 800
Sales, 4,100 Units ..................................
# Raw materials are issued at outset of the manufacturing 
process and during the six-month period it may be as­
sumed that no returns, spoilage or waste occurred. Each 
unit of finished goods contains one unit o f raw material.
4. A 5% increase in all direct labor payrolls, retroactive to 
January 1, 1944, was approved by the Wage Stabiliza­
tion Board on July 15, 1944. Pending such approval, the 
5% wage increase had not been accrued in the books 
although an equivalent amount of cash had been set aside 
in escrow for the employees by the company.
No. 3 (10  points)
Prepare a work sheet for Mr. John Jeff, taxpayer, to show 
his 1944 taxable net income for purposes of reporting such 
income on Form 1040.
Mr. John Jeff informs you that for purposes of his de­
claration of estimated tax for 1944 he estimated his federal 
income tax net income for 1944, as follows:
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Income—
Salary—President o f Jeff Co. Inc............................................  $18,000
Dividends—Jeff Co. In c.: $.25 per share of common stock 5,000 
Net profit from individually owned manufacturing
business ....................................................................................... 6,500
Total estimated income......................................................  $29,500
Deductions—
Interest ............ ............................................................................. $ 1,375
Taxes ............................................................................................... 1,220
Contributions, medical expenses and other deductions... 4,000
Total estimated deductions................................................  $ 6,595
Estimated federal income tax net income for 1944..............  $22,905
Information obtained from the 1944 records maintained by 
Mr. John Jeff follows:
1. Jeff received the salary estimated for 1944 and also, on De­
cember 23, 1944, a $1,500 bonus which he actually deposited in 
his bank account on January 3, 1945, after his return from a 
Christmas business trip.
2. In connection with company business, Jeff incurred expenses of 
$275 not reimbursed by the company.
3. Dividends were received as follows:
Issuing Company Kind
Mining Mineral Co.................................  Cash
Jeff Co. Inc..............................................  Common
Jeff Co. Inc.............................................. Cash
Dominion Rayons, Ltd. (after de­
duction of $375 Canadian with­
holding tax) ......................................  Cash
Amount
(a ) $ 2,250
(b) $20,000
5,000
2,125
(a ) Includes $1,500 reported by the issuing company as paid 
out of capital.
(b) Represents fair market value of common stock received as 
a dividend on identical common stock owned by Jeff.
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4. Sales o f securities during 1944 reflect the following results:
(a ) Loss o f $3,750 on securities held not more than 6  months.
(b ) Share o f net short-term capital gain o f partnership in 
process o f liquidation, $5,250.
(c )  Reference to 1943 income-tax return indicates an unused 
capital loss carry-over o f $1,200 and taxable net income of 
$15,527.
5. Net profit per books from individually owned business
ACCOUNTING PRACTICE
is summarized as follows:
Gross profit on sales............................................................. $42,500
Administration and general expenses............................. 37,000
$5,500
N o te : Administration expenses include (1 ) $4,500 drawn by 
Jeff; (2 ) $400 repair charges on an auto used 75% for 
business and 25% for personal needs; and (3) credit for 
$150 proceeds from the sale o f old furniture on June 30, 
1944, having no book value. Such furniture was pur­
chased on 1/1/38 for cash, $800, and had been depre­
ciated 10% annually for tax purposes, but written off on 
books at time of purchase.
6. Jeff held a worthless note for $2,000 received in 1939 for a 
loan outside his regular business. Insolvency o f the estate of 
the debtor to whom he had made the advance indicated that the
note was totally worthless.
7. Contributions and donations—
American Red Cross............................................................. 1,000
W ar Fund .............................................................................  1,000
Community C h e s t .................................................................  500
Wedding g ift to daughter.................................................  2,500
Hospitalized sister-in-law (not a dependent).................  1,200
Total .................................................................... ................ $6,200
8. Interest—
Interest on brokerage account balance............................. $ 655
Interest on mortgage on Jeff's residence......................... 750
Total .....................................................................................  $1,405
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9. Taxes
Federal excise taxes (non-business)................................. $ 135
1943 federal income tax ............ ............................................ 2,250
State income ta x ........  .................................. ...................... 715
Real estate tax .........................................................................  975
Total .....................................................................................  $4,075
10. Medical expenses for 1944................................................ ........ $  650
11. Custodian fees paid for maintaining non-taxable securities 125
12. Periodic alimony payments to S. S. Jeff (former w ife)
under decree dated November 11, 1944................................. 450
13. Refund o f 1940 federal income tax received........ .............. 215
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Commercial Law
November 9, 1945, 9:00 a.m. to 12:30 p.m.
[Reasons must be stated for each answer; no credit 
will be given for an answer unsupported by a statement 
of reasons. Whenever practicable, give the answer first 
and then state reasons. Answers will be graded accord­
ing to the applicant’s evident knowledge of the legal 
principles involved in the question rather than on his 
conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
(a) What essential information should an accountant expect 
to find in a certificate of incorporation? Name five items 
which are of, particular importance when making an 
audit.
(b) Define and differentiate between the capital and capital 
stock of a corporation.
(c) What is your opinion of the action taken by the board 
of directors of a corporation as to (1) dissolution, (2) 
amendment of the charter, (3) increase or decrease of 
capital stock, (4) consolidation with other corporations, 
and (5) sale of all of the corporation’s assets? Explain.
No. 2 (10  points)
(a) Adams delivered goods to a warehouseman and received 
a negotiable warehouse receipt for the goods. Yates 
recovered a judgment against Adams and sought to levy 
on Adams’ goods in possession of the warehouseman.
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Can Yates levy on or seize the goods? Can the ware­
houseman be compelled to deliver the goods to Yates? 
Explain.
(b) Bowen had two trucks, No. 1 and No. 2, which he 
delivered to repairman Young to make certain repairs. 
Young, after making repairs to truck No. 1, delivered 
it to th e owner, Bowen, without payment for the repairs. 
Young then refuses to return the other truck, No. 2, 
until the repairs to truck No. 1 were paid for. Give your 
explanation of the position of both Bowen and Young 
in this circumstance at common law.
(c) Farmer Andrews delivered to Bates one thousand 
bushels of apples; Bates agreed to “return to Andrews 
one gallon of cider for each bushel of apples.” Was 
this a bailment or a sale and why?
No. 3 (10  points)
(a) Allen, without receiving any consideration, and for the 
accommodation of Brown, signs a promissory note pay­
able to Brown, who endorses it for value to Cox. 
When Cox took the note he knew that Allen received 
no value and was only an accommodation party. Brown 
is irresponsible and Cox sues Allen on the instrument. 
Can Cox recover from Allen? If  not, why? If  so, 
why?
(b) Amos, who was 17 years old, gave a note in payment 
for goods to Blue, who endorses it to Coty for value 
before maturity. The note is not paid at maturity. Coty 
sues Amos and Blue. Both Amos and Blue set up the 
infancy of Amos as a defense. Can Coty recover from 
Amos; or Blue; or both, or neither? Explain.
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No. 4  (10  points)
(a) Alex agreed with Bowers to relinquish a part of a debt 
due Alex from Bowers if Bowers would pay the bal­
ance. This was reduced to writing and signed by both. 
Is this a valid contract? Explain.
(b) Aaron writes Bateman offering certain merchandise 
at $500. Bateman sends a letter of acceptance by re­
turn mail on the day he received Aaron’s letter. When 
does a contract arise? Explain.
(c) Ace contracts for the sale of 5,000 tons of steel rails, 
agreeing to ship 1,000 tons per month. He ships 400 
tons the first month. Must the buyer go on with this 
contract? Give your reasons.
(d) A memorandum of sale, naming the buyer and seller, 
under the statute of frauds, was signed by the buyer 
but not by the seller. Can the seller hold the buyer 
liable in an action on the contract of sale ?
No. 5 (10  points)
(a) A person gratuitously undertakes to do an act for 
another.
(1) What is his liability if he omits to do it, and loss 
thereby occurs?
(2) . What is his liability if he attempts to do it and 
does it so negligently that loss occurs?
(b) Ajax, conducting a business under his own name, made 
his promissory note to Brown’s order for a purchase 
of goods. Later Brown discovered that Ajax was in 
fact conducting the business as agent for Coates. The 
note was not paid at maturity. What are Brown’s 
rights? Discuss fully.
COMMERCIAL LAW
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(c) An agent was instructed by his principal to purchase 
certain bonds at a certain price on a certain date. The 
agent was informed from sources which he believed to 
be reliable that the next week the bonds would be 
lower in price. He waited, but the bonds increased in 
price above what they were on the day the agent should 
have bought them. Is the agent personally liable for the 
extra cost? Explain.
GROUP II
[Answer any five questions in this group. No credit 
will he given for additional answers, and i f  more are 
submitted only the first five in the order written by the 
applicant will be considered.]
No. 6  (10  points)
(a) In the absence of directions in the trust instrument, 
what are the duties of a trustee as to :
(1) Income received from bonds purchased at a prem­
ium?
(2) Income from a wasting asset, such as royalties 
from a patent?
(b) What are the responsibilities of a trustee as to pay­
ments chargeable to (1) principal, and to (2) income?
(c) Which of the following charges are chargeable to prin­
cipal and which are chargeable to income of a trust?
(1) Cost of litigation to construe the meaning of trust 
provisions;
(2) Cost of creating or continuing the trust;
(3) Premium on trustee’s bond;
(4) Cost of finding trust assets;
(5) Insurance;
(6) Interest on mortgage.
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No. 7 (10  points)
(a) Define a bill of lading.
(b) What is: (1) a  straight bill of lading; (2) an order 
bill of lading?
(c) What four purposes are served by shipping goods 
under order bills of lading? Explain.
(d) Anson met Box and said to him, “For what will you 
sell me 500 barrels of flour ?” Box replied, “Ten dollars 
a barrel, cash on delivery.” Anson said, “All right, I 
accept; deliver the flour to my warehouse tomorrow 
morning.” The next day flour dropped in value and 
was worth $8 a barrel when Box tendered the flour to 
Anson the next morning. Anson refused to accept at 
the price agreed upon. What can Box do ?
No. 8  (10  points)
(a) Abel, of the firm of Abel, Brewer and Colt, makes a 
contract with Dane for partnership purposes. Abel is 
guilty of fraud in the making of the contract. Brewer 
and Colt are entirely ignorant of the matter. Dane sues 
Abel, Brewer and Colt. Is the firm liable? Explain.
(b) Arrow was admitted into the firm of Byrns and Co. 
on January 1, 1944. At that time the firm was indebted 
to several creditors, including Conick. The firm there­
after became insolvent, and, the assets of the partner­
ship and the other partners being insufficient to pay the 
partnership debts, Conick sought to hold Arrow per­
sonally liable for the deficit in his claim. Could Conick 
do so? Why?
(c) By a written agreement between the co-partnership 
Yates and Zachary, and Daniels, their employee, Daniels 
was to receive for his services to Yates and Zachary
COMMERCIAL LAW
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a certain percentage of the profits of the business. Does 
Daniels thereby become a partner as to (1) Yates and 
Zachary, or (2) as to third persons? Explain.
(d) Which, if any, of the following acts may be performed 
by a partner or any number of partners (less than all 
in a going partnership business) without the consent or 
authority of all the partners?
(1) Assign the property of the partnership for the 
benefit of creditors;
(2) Dispose of the good will of the partnership;
(3) Do any act which would make it impossible to carry 
on the ordinary business of the partnership;
(4) Confess a judgment;
(5) Submit a partnership claim or liability to arbitra­
tion or reference.
No. 9  (10  points)
(a) What is the liability of a common carrier (1) of mer­
chandise; (2) of passengers?
(b) A railroad company transported goods to their destina­
tion and notified the consignee that the goods were 
ready for delivery. The consignee did not call for the 
goods until a week later. The day before he called for 
the goods they were destroyed by fire without the neg­
ligence of the company. Is the railroad company liable 
for the loss of the goods? If  so, why? If not, why not? 
Explain.
(c) A station agent of the X.R.R. company, through error, 
quoted a lower freight rate to a shipper than the real rate. 
A contract was made to ship and transport goods at the 
quoted rate. When the error is discovered by the rail-
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road company, can the contract be rescinded by the 
carrier? Why? What principle is involved in this ques­
tion ?
(d) A shipper delivered goods to a railroad company for 
shipment. The train was derailed by train wreckers 
and the goods stolen. Can the shipper recover the value 
of the goods from the railroad company? If  so, why? 
If  not, why not? Explain.
No. 10 (10  points)
(a) Allen and Bell are co-sureties on a debt of Covey to 
Dixon for $12,000. Covey fails to pay. Allen is com­
pelled to pay Dixon $8,000 in partial payment of the 
debt. Allen sues Bell, his co-surety, for $4,000 con­
tribution. Can Allen recover $4,000 from Bell? State 
your reason.
(b) Define and distinguish between a suretyship, a guaranty, 
and an indemnity.
No. 11 (10  points)
(a) During 1942 John Roe received a salary of $3,500 
from employer Austin and a salary of $2,500 from 
employer Byrd. Assuming that each employer was sub­
ject to the social-security taxes on his employment, 
what federal social-security taxes had to be paid for 
1942 on John Roe’s salary by (1) the employers and by 
(2) the employee?
(b) Is the federal old-age and survivor-benefit tax paid by 
the employers and employee during 1942 deductible 
from gross income for federal income-tax purposes?
(c) What three essentials are necessary for an employee to 
become eligible for old-age benefits under the federal 
social-security laws?
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Is actual and complete retirement necessary to obtain   
old-age benefits? Explain.
No. 12 (10  points)
An accountant, in making a cash audit of the John Jones
Company, finds in the cash drawer the three papers de­
scribed below. Give your opinion as to the classification, 
the negotiability, and the valuation of each.
(1) “First National Bank
New York, N. Y.—May 1, 1944 
This is to certify that John Doe has deposited with this 
bank one thousand dollars ($1,000) payable six months 
from date, with interest at four per cent per annum 
upon return of this certificate properly endorsed
B—Cashier”
“May 1, 1944
(2)
Due John Jones Company one thousand dollars 
T. A. Smith”
(3) A note payable to John Jones Company from a 
customer in England payable in New York in English 
pounds, shillings, and pence.
EXAMINATION QUESTIONS—NOVEMBER, 1945
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Auditing
November 9, 1945, 1 :30 to 5 :00 p.m.
[The candidate must answer all questions]
No. 1 (10  points )
(a) Explain the purpose of a client’s written representa­
tions to an auditor in connection with the verification of 
financial statements.
(b) State the features generally covered with respect to any 
three usual representations.
(c) Draft a short typical representation which an auditor 
might request an officer of a corporation to sign.
No. 2 (7  points)
You are verifying accounts receivable by direct confirma­
tion. Submit columnar headings of a work sheet for the 
control of confirmation requests sent out and replies received. 
No. 3 (8  points)
Enumerate the features to be especially noted by an in­
dependent public account in the observation of a physical 
inventory, and state the purpose of such auditing procedure. 
No. 4  (5  points)
When profit-sharing coupons, trading stamps, etc., are 
issued by a company to its customers along with the sale of 
merchandise, a liability to meet the cost of redeeming the 
obligations may be created. What should the auditor do to 
satisfy himself that the provision carried on the books of the 
concern under audit is adequate?
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No. 5 (10  points)
All employees of a company are paid in cash once a week. 
The company has 200 employees, all of whom work at one 
plant; 50 of these employees are on a night shift. All em­
ployees are paid on Friday (or Saturday morning with re­
spect to the night crew) for the week ended on the preceding 
Tuesday. One employee, the payroll clerk, prepares the 
payroll from time sheets signed by the respective foremen. 
He also checks time cards against these payroll sheets, and 
hands out the pay envelopes.
Prepare a program of audit of payroll in connection with 
the regular annual examination of financial statements.
No. 6  (10  points)
Write a general outline of procedures to be followed in 
examining a “patents account.”
No. 7 (10  points)
Your client keeps accounts on an accrual basis and main­
tains an invoice register in which invoices are entered when 
they become liabilities.
What procedure would you follow in examining this reg­
ister and supporting records for a selected month in the 
year under review?
No. 8 (10  points)
Name the document or documents, peculiar to each item, 
which should be inspected by the auditor in the verification 
of the following. State the particular features to be observed 
in each case.
(a) Land
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(b) Real estate tax
(c) Renegotiation settlement
(d) Rent expense
(e) Registered stock held by client as collateral.
No. 9  (30  points)
Submit a complete audit program for a balance-sheet 
examination of any business with the operations of which 
you are acquainted, naming the business selected. In grading 
answers to the question recognition will be given to the 
complexity of the business chosen.
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Examinations of May, 1946
Accounting Practice — Part I
May 15, 1946, 1 :30 to 6:00 p.m.
[Solve problem No. 1 and either problem No. 2 
or problem No. 3]
No. 1 (30  points)
From the following information, prepare corrected con­
densed income statements of B-V Co., Inc., for 1942, 1943, 
and 1944, respectively, and the adjusting entry applicable 
to the balance-sheet of B-V Co., Inc., as at December 31, 
1944.
Condensed statements of income of B-V Co., Inc., for 
1942, 1943, and 1944 prior to correction are as follows:
Particulars Year ended December 31
Net sales ....................................................
1942
$150,000
1943
$200,000
1944
$400,000
Cost o f sales (direct materials, direct 
labor, and applied manufacturing
overhead) ..............................................
Add underapplied or deduct over-
$100,000 $135,000 $265,000
applied manufacturing overhead___ ( 1,500) 700 2,000
Cost of sales............................................. $ 98,500 $135,700 $267,000
Gross profit on sales................................
Selling, administrative, and general
$ 51,500 $ 64,300 $133,000
expenses ................................................ 40,000 45,000 55,000
Net profit on operations........................ $ 11,500 $ 19,300 $ 78,000
Other income (n e t ) .................................. 5,000 1,000 4,000
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Net income before taxes on incom e.. .  $ 16,500 $ 20,300 $ 82,000 
Provision for federal and state income
taxes ............................... .......................  4,125 6,090 32,800
Net in co m e .............. .................................. $ 12,375 $ 14,210 $ 49,200
Relevant data are as follows—
1. Sales and gross profit in the income account for 1942 
and 1943 include undelivered merchandise ready for in­
spection by purchaser but not inspected and not shipped 
at the end of the respective years. The sales agreement 
on this merchandise provided for inspection before ac­
ceptance and delivery. The selling price of such mer­
chandise was $25,000 in 1942, and $15,000 in 1943; the 
gross profit based on selling price was 36% and 40%, 
respectively.
2. The inventory is ascertained to have been understated by 
$8,000 at December 31, 1942, as the result of a clerical 
error in the extensions of inventory prices and quan­
tities.
3. On July 1, 1942, first mortgage, 4% , 20-year bonds 
having a par value of $50,000 were issued at a premium 
of $4,000. This premium was treated as “other income” 
in 1942.
4. For purposes of this problem, the effective rates of taxes 
on income of B-V Co., Inc., may be considered as being: 
1942—25% ; 1943—30%; 1944-40% . Also for pur­
poses of this problem, disregard interest on tax adjust­
ments and carry all tax adjustments, debit or credit, 
through a reserve for federal and state income taxes.
5. Plant and related depreciation reserve control accounts 
appear in the general ledger as follows: (Over-all 
straight line depreciation rate 10% is to be considered 
acceptable)
ACCOUNTING PRACTICE
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Plant Control
Date Dr. Cr.
1/ 1/42 Balance G /L  ............................ ................. $200,000 —
4 / 1/43 Building Vo. 4-11.................... ................  50,000 —
7 / 1/43 Building Vo. 7-11.................... ................  10,000 —
12/31/44 Balance ......................................................... — $260,000
Reserve for Depreciation Control
Date Dr. Cr.
1/ 1/42 Balance G /L ............................ ................  — $60,000
12/31/42 Depreciation J-12-1 .................. 20,000
12/31/43 Depreciation J-12-1 .................. 23,750
12/31/44 Depreciation J -1 2 -1 ................. 26,000
12/31/44 Balance ....................................... ................  $129,750 —
(a) Vo. 4-11: Cost of completing extension to factory 
building No. 1—$50,000.
(b) Vo. 7-11: Cost of repairing storm damages to 
roof of factory—$10,000.
(c) A unit of machinery included in the plant control at 
$5,000 and having a net depreciated book value of 
$1,000 as at December 31, 1944, was discarded on 
that date. No entry was made to reflect the retire­
ment in the plant or related reserve accounts.
No. 2 (Alternate for No. 3 ) (20  points)
From the information following, prepare an income state­
ment showing therein appropriate manufacturing cost 
variances of Bunsom Co., for January 1946, supported by 
journal entries of transactions for the month.
The Bunsom Co. makes unit M. The manufacturing of 
unit M is based on three successive and continuous opera­
tions, namely, operations M-10 to M-12, inclusive, in which 
the manufacturing cost of such unit is developed as shown 
by the following tabulation of percentages of cost of manu­
facture:
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Percentages of Cost o f Manufacture o f Unit M
Operation Material Labor Overhead
M-10.................... ........  20% 20% 40%
M -11.................... ............  — 35 40
M-12..................... ............  80 45 20
Total .......... ............ 100% 100% 100%
(The company does not record the actual labor charges applicable 
to each operation.)
The Bunsom' Co. operates a cost accounting system based 
on standard costs which are incorporated in the manufactur­
ing cost accounts. The differences between standard costs 
and actual costs are reflected in appropriate variance ac­
counts, namely, material price, material usage, direct labor 
rate, direct labor time, and over-all manufacturing over­
head. The material price variance is assumed to be realized 
at the time of purchase, irrespective of time of usage.
The standard manufacturing costs used for unit M (based 
on a planned monthly production ranging between 8,000 and 
12,000 units M) are as follows:
Per Unit M 
Quantity
Material: or Hours Amount
Item M-a (issued in operation M -10)..........  1 $ .50
Item M-b (issued in operation M -12)..........  1 2.00
Direct labor (total for all operations at
uniform rate o f $5 per h ou r) ..................  ¼ hr. 125
Overhead (applicable to operations 
as a whole) :
Variable exp en ses............................................... .60
Fixed expenses ..................................................  .90
$5.25
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The inventories applicable to unit M as at December 31, 
1945, stated in accordance with the foregoing schedule of 
standard costs, are as follows:
Material—Item M-a—100 units; item M-b—100 units.
Work in progress—50 units complete through operation
M-10.
Finished goods—none.
Transactions during January 1946 are submitted as fol­
lows:
The voucher register reflects applicable transactions paid 
and incurred as follows:
Amount
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Material purchases—
Item M-a—12,000 units @ .45 per unit............ .................. $  5,400
Item M-b—12,000 units @ 2.10 per unit............................... 25,200
Payroll for all operations—
Direct labor—3,100 hours @ $1.2625 per ¼ hr.................... 15,655
Indirect labor ............................................................................... 1,500
Manufacturing overhead, other than indirect labor.. . . ___  15,000
Selling, administrative, and general expenses..........................  25,000
Other facts are:
During January 1946, 11,000 units M were transferred 
to the finished goods warehouse and 10,500 units were sold 
at $9 per unit M.
As at January 31, 1946, 100 units of work in progress are 
complete through operation M-11.
Stores requisitions indicate issuance of material items M-a 
and M-b in the quantities required for the production car­
ried through the respective operations. A supplementary 
stores requisition, however, indicates that item M-a actually 
used was 2% in excess of standard quantity required.
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No. 3  (Alternate for No. 2 ) (20  points)
From the following information, prepare a work sheet for 
Middle City fo r the year ended June 30, 1945, showing 
opening balances, entries in the various accounts to reflect 
transactions for the year, and fund balance-sheets at the 
end of the year.
The fund balance-sheets o f Middle City at July 1, 1944, 
are submitted as follows:
MIDDLE CITY
Combined Balance-Sheet—All Funds: July 1, 1944
ACCOUNTING PRACTICE
Assets
General Fund
Liabilities, Reserves and Surplus
Cash ................ ...............
Taxes receivable—
$ 50,000 Accounts payable..........
Reserve for encum­
brances .................... .
$  30,000
5,000
delinquent................. 25,000 Due to revolving fu n d .. 5,000
Unappropriated surplus 35,000
Long-time advance to Unappropriated surplus
revolving fund.......... 15,000 —advance to revolv­
ing fund ..................... 15,000
$ 90,000 $ 90,000
Transportation Revolving Fund
Cash .............................. . $  10,000 Long-time advance from
Due from general fund 5,000 general fund.............. $ 15,000
$ 15,000 $ 15,000
$105,000 $105,000
Transactions for fiscal year ended June 30, 1945:
1. Estimated total revenues are $200,000, including $75,000 
of miscellaneous revenue.
2. Appropriations are $175,000.
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3. The council levied property taxes in the amount of 
$125,000. Based on experience, the expected losses will 
be 5%.
4. Receipts from current tax revenues amounted to $85,000 
and receipts from miscellaneous sources amounted to 
$80,000.
5. Delinquent taxes received were $23,500 and the balance 
is considered uncollectible.
6. General fund materials and supplies received and 
vouchered for payment amounted to $95,000, including 
$4,000 in complete fulfillment of all orders outstanding 
at July 1, 1944; budgeted orders placed amounted to 
$100,000, and orders outstanding at the end of the year 
amounted to $4,000.
7. Salary and wage payments amounted to $72,000, as 
budgeted; vouchered bills paid were $90,000.
8. Collections on taxes written off in prior years were 
$1,650.
9. Taxes collected in advance were $1,000.
10. In  order to finance the construction of certain local 
roadways, the council voted to set up a special assess­
ment fund and levied a special assessment of $75,000 on 
1/1/45, collectible in equal proportions, over a period of 
three years, with interest from date of assessment at 
the rate of six per cent per year.
11. Pending collection of special assessments, 5% bonds in 
the amounts of $25,000 were sold at a premium of $200 
on January 1, 1945. The amount of premium is con­
sidered too small to be amortized over the life of the 
bonds.
12. Construction contracts were let in amount of $50,000.
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13. Contractors were paid $20,000 less 10% retained per­
centage.
14. Special assessments collected amounted to $23,000, re­
presenting $22,500 principal on current assessments 
due for the payment of bonds and $500 interest on 
deferred assessments to pay interest on outstanding 
bonds.
15. Outstanding bonds of $12,000 were paid, plus interest 
of $625.
16. The transportation revolving fund purchased trucks for 
$9,000 of which $5,000 remains unpaid on open account.
17. The transportation revolving fund charged the general 
fund for transportation services applicable to general 
fund activities in the amount of $3,000 at cost, including 
depreciation on trucks of $1,200.
18. The transportation revolving fund was paid $6,000 by 
the general fund.
ACCOUNTING PRACTICE
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Theory o f Accounts
May 16, 1946, 9 :00 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your 
knowledge o f accounting theory and your ability to 
apply the knowledge you have acquired. Due weight 
will be given to the arguments presented to support your 
answer to each question, even though the examiners 
may not agree with your conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
(a) State two methods of amortizing bond discount on the 
books of the issuer.
(b) Can these methods be applied to bond premium?
(c) Present, using assumed amounts, a journal entry to 
record the sale of bonds at a premium.
(d) What is the proper treatment of interest payments on 
bonds sold expressly for the purpose of construction 
of a building? Explain.
No. 2 (1 0  points)
(a ) W hat should a board of directors in declaring a stock 
dividend include in the authorizing resolution (com­
mon on common) to permit the accounting determina­
tion of the effect of the dividend on surplus?
(b) Give the journal entry to record the issuance of a com­
mon-stock dividend of 5,000 shares ($100 par market 
value $110 each) where $550,000 of earned surplus has 
been set aside for this purpose.
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(c) What accounting treatment would you recommend to a 
recipient of a stock dividend, common on common?
No. 3 (10  points)
(a) Name the three main classifications or components of 
“manufacturing overhead.”
(b) Name at least two other designations that might be 
used in place of the term, “manufacturing overhead.”
(c) State three methods of distributing “manufacturing 
overhead,” and discuss circumstances where each of the 
methods would be preferred.
No. 4  (1 0  points)
(a) State briefly the nature of the account “capital surplus.”
(b) Give five sources of capital surplus.
No. 5 (10  points)
(a) State two purposes for which a “statement of affairs” 
may be used.
(b) Contrast “statement of affairs” with a “balance-sheet.”
(c) Give five classifications of liabilities which might ap­
pear in a “statement of affairs.”
GROUP II
[Answer any five questions in this group. No credit 
will be given for additional answers, and i f  more than 
five are submitted only the first five in the order written 
by the applicant will be considered.]
No. 6  (10  points)
Give an example (including mark-ups and mark-downs) 
showing how the inventory valuation is determined at the 
end of an accounting period using the “retail method.”
THEORY OF ACCOUNTS
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No. 7 (10  points)
Select any three balance-sheet items (such as cash, in­
ventories, or notes payable) and one income statement item 
(such as sales or general expense) and present, for each 
such item, brief descriptive information which you believe 
would help one who has had but little experience with 
financial statements to understand what the items represent. 
Any type of business may be selected for purposes of illus­
tration. A number of companies have furnished such de­
scriptive information following the respective conventional 
headings in their financial statements.
No. 8  (10  points)
(a) State five purposes for which funds may be established 
by an industrial company, identifying two of the funds 
thus created as current assets and three as non-current 
assets.
(b) Differentiate between “fund” and “reserve.”
(c) When may a fund and a reserve be related? Illustrate.
No. 9  (10  points)
(a) Comment briefly on the purposes and desirability of 
explanatory footnotes on the balance-sheet.
(b) Give examples of the use of three different types of 
footnotes.
No. 10 (10  points)
The A corporation computes annual depreciation on its 
plant on the basis of units of production. The plant asset 
balance at January 1, 1944, was $1,250,000 and the reserve 
for depreciation at that date was $395,000, leaving a balance 
to be charged off through depreciation of $855,000. It was 
then estimated that starting January 1, 1944, 1,900,000
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units would be produced over the remaining useful life of 
the plant. 220,000 units were produced in 1944.
No change occurred in the plant account or the deprecia­
tion reserve account, except for the 1944 depreciation, until 
January 1, 1945. On that date an item of equipment which 
cost $75,000 was retired and scrapped. The management’s 
policy is to charge cost of plant assets retired to the de­
preciation reserve. On the same date new equipment which 
cost $124,000 was placed in service and payment was made 
in cash for the equipment. It was then re-estimated that, as 
a consequence, there would be produced 2,000,000 units over 
the remaining useful life of the plant from the beginning 
of business on January 1, 1945. The production was 
245,000 units in the year 1945.
Present journal entries with brief explanations to record 
the effect of the foregoing retirement and addition of equip­
ment and for depreciation for the years 1944 and 1945. 
No. 11 (10  points)
(a) W hat are the principal monthly financial statements 
which you consider that the management of a business 
should regularly receive to provide it with the necessary 
general information as to financial condition and re­
sults of operation?
(b) Mention an industry or line of business (indicating size 
of company if you think desirable) and give a list of 
the supporting schedules which you believe management 
should receive monthly, in addition to the principal 
statements called for under (a).
No. 12 (10  points)
(a) State the difference between capital expenditures and 
revenue expenditures.
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(b) Group the following six items in three related pairs: 
(1) Additions, (2) Ordinary repairs, (3) Replace­
ments, (4) Maintenance, (5) Renewals, (6) Better­
ments.
(c) The A Company constructs an extension of its factory 
building at a cost of $200,000 and pays the cost in cash. 
The extension is on land leased for a period of 20 years 
and its useful life from an operating viewpoint, regard­
less of ownership, is estimated at 40 years. Give in 
journal form the entries that you would make to record 
the cost of the extension and to record the charge for 
the first year’s depreciation in the accounts of A  Com­
pany.
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Accounting Practice — Part II
May 16, 1946, 1 :30 to 6 :00 p.m. 
[Solve both problems]
No. 1 (35  points)
From the information submitted hereafter, prepare a cor­
rected balance sheet of The Acme Trading Company as at 
December 31, 1944.
T H E  ACME TRADING COM PANY  
Balance-Sheet, December 31, 1944, per Books 
A ssets
Current assets:
Cash in banks............................................................... $151,200
Accounts and notes receivable............................. $105,000
Less—Reserve for bad debts............................  2,400 102,600
Inventories ............................................................... 182,000
Total current assets....................................  $435,800
Property:
Land ..........................................................................  $ 35,000
Buildings ............................................. . .$ 70,000
Less—Reserve for depreciation........  16,300 53,700
Machinery and equipment..................  $130,000
Less—Reserve for depreciation... 39,000 91,000
Total p rop erty ................................................................  $179,700
Investment in subsidiary company—The Smith Company.. 30,000
Redemption fund for serial bonds............................................  14,000
Unamortized discount on serial bonds payable......................  4,950
$664,450
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Liabilities
Current liabilities:
Notes payable—trade ..............................................................
Notes payable—banks ...............................................................
Accounts payable—trade .........................................................
Accrued liabilities .....................................................................
Estimated federal income taxes payable...............................
Series bonds payable, 4½ %, series A,
due January 2, 1945...... ......................... ..............................
Interest on notes receivable—collected in advance..........
Total current liabilities.................................................
Fixed liabilities:
Serial bonds payable, 4¼ %, series B to J, due at one year 
intervals, beginning January 2, 1946, and ending Jan­
uary 2, 1954...............................................................................
Deferred credits to income:
Customers’ advance payments for merchandise deliveries 
to be made in 1945................................................ ..................
Capital:
Capital stock — common: authorized 1,000 
shares, issued, outstanding and in treasury
500 shares .............................................................  $ 50,000
preferred: authorized $100,000, issued and 
outstanding 600 shares ....................................  60,000
$ 10,000 
10,500 
130,600 
5,800 
12,000
10,000
350
$179,250
$ 90,000
12,000
Total ............................................................... $110,000
Capital surplus ............................................................  106,500
Earned surplus:
Balance, January 1, 1944..................  $150,200
Add—net income for year ended
December 31, 1944 ............................  25,500
$175,700
Deduct—purchase cost of
treasury stock ................................... 9,000 166,700 383,200
$664,450
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Additional data, determined in examination of the accounts:
1. Cash in banks includes $15,000 in a special bank ac­
count, segregated to meet estimated cost of a building 
extension for which the contract was let early in 1945.
2. Accounts and notes receivable includes an amount owing 
from an officer, $4,000, payable on demand, and has 
been reduced by $1,250 owed by the company to various 
employees.
The reserve for bad debts is computed at 1¼ % of 
total gross sales.
3. The inventories include advance payments of $6,000 
made by the company to its suppliers for merchandise 
to be manufactured and delivered March 1, 1945.
Merchandise purchased for $5,000 in December 1944 
and remaining unsold as at December 31, 1944, was 
financed through notes payable to banks, collateralized 
by trust receipts.
The basis of inventory valuation is cost or market 
whichever is lower.
4. The property accounts, with the exception of land, are 
stated at cost less accumulated depreciation. In accord­
ance with a vote of the directors the book amount of 
land was increased $10,000 over cost on the basis of an 
appraisal by the X Engineering Company as of July 
1, 1944. This increase was booked as a debit to land 
account and a credit to capital surplus. Machinery and 
equipment includes a machine costing $8,000 and having 
a net book value of $4,500, which has been segregated 
and made available for sale. Price offers received from 
prospective purchasers indicate a probable sales value 
of $3,000.
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5. The investment in The Smith Company represents the 
purchase price of 80% of the outstanding stock of The 
Smith Company. The acquisition was made on January 
2, 1944, at a cost of $30,000 or $2,000 more than the 
underlying book value of the subsidiary’s net assets as 
of that date. During the year The Acme Trading Com­
pany credited to income account $4,000 dividends paid 
by The Smith Company from its earned surplus. The net 
earnings of The Smith Company for the year 1944, 
were $2,000.
6. The redemption fund for serial bonds represented cash 
which had been turned over to the trustee for re­
demption of these bonds as they mature.
7. The book amount of unamortized discount on serial 
bonds payable represents 90% of a total discount of 
$5,500 involved in the issue, as of January 2, 1944, of 
$100,000 serial bonds, maturing at one-year intervals, in 
equal amounts of $10,000, beginning January 2, 1945.
8. The preferred stock (par value $100 per share) is 5% 
cumulative and has a liquidation preference of $110 
per share; undeclared dividends accumulated to Decem­
ber 31, 1944, equal $5 per share. Common stock (with­
out par value) was issued for cash at $200 per share 
of which the directors voted to carry one-half to capital 
surplus.
9. The capital surplus account has been charged $3,500, 
representing the amount of a fire loss on buildings, to 
the extent not compensated for by insurance, sustained 
October 15, 1944.
10. The earned surplus account has been charged for the
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purchase of treasury common stock at $9,000, or $1,000 
less than the original issue price. Such stock is can­
celed by the board of directors, with the approval of 
stockholders, in January 1945.
11. The balance-sheet fails to reflect these two facts:
(a) An accommodation indorsement by The Acme 
Trading Co. on a 6% , $10,000 demand note of The 
Smith Company, outstanding as at December 31, 
1944.
(b) An acceptance by The Acme Trading Co. of a 
$1,000, 30-day time draft, dated December 15,1944, 
drawn on the company by a trade creditor in favor 
of the latter.
Note : Ignore the effect of any 1944 income adjustments on 
the tax liability for that year.
No. 2  (15  points)
From the following information determine taxable net in­
come of Mart Co., Inc., for purposes of the 1945 United 
States corporation income-tax return.
Mart Co., Inc., is a dealer in personal property and, for 
purposes of the United States income tax, reports gross 
profit on sales on the installment basis. Accordingly, gross 
profit realized and reportable each year is X dollars (cash 
collections on installment sales of current and prior years 
times the gross profit percentage during the respective year 
of sale). Worthless accounts are deducted in the year of 
default; a provision to a reserve for bad debts may not be 
deducted. With respect to repossessions, a deduction may 
be taken to the extent of the excess of the unrecovered cost 
over the salvage value of the repossessed merchandise.
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1. Income etc. items for 1945:
Particulars Amount
Sales—installment ..........................  $1,000,000
Sales—regular and cash............ ................................................  90,000
Cost o f goods sold—installment............................................... 650,000
Cost o f goods sold—regular and cash................................... 60,000
Interest on municipal bonds..................................................... 4,500
Recovery o f bad debt (uncollected regular account re­
ceivable) charged off in loss year (1938)..........................  175
Gain from sale of 500 shs. of Young Co., common stock 1,050
Compensation of officers........................................................... 35,000
Loss from sale of old machinery........................................... 450
Net capital loss carry-over from 1944 ..................................  225
Federal income-tax deficiency for 1941, including interest
$480* ................................................................. .................... 2,980
Provision for federal income tax—1945 ..............................  35,000
Salaries and wages paid............................................................  13,500
1944 personal property tax paid, including interest, $20* 520
Depreciation .................................................................................  9,500
State tax for 1945 ....................................................................... 8,000
Personal property tax for 1945 .................................................  590
Real property tax for 1945....................................................... 1,250
Fire loss unrecovered by insurance...................................... 1,800
Net operating loss deduction................................................... 12,500
Dividends paid to stockholders............................................... 15,000
Other allowable deductions............................................................ 125,000
Provision for bad debts (installment, $3,000; regular,
$600) ................................................................................... 3,600
Unrealized gross profit on installment sales as at De­
cember 31, 1944 .........................................................................  322,800
Bad debts written off, regular accounts................................... 400
* Interest paid on liability for taxes assessed during 1945.
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2. Accounts receivable—installments analysis for 1945:
Particulars Year o f sale—installment
Total 1945 1944 1943 1942
Debits—
Balance, at January
1, 1945 .............. $ 970,000 — $640,000 $310,000 $20,000
Sales ....................  1,000,000 1,000,000
$1,970,000 $1,000,000 $640,000 $310,000 $20,000
Credits—
Cash collections ..  $ 897,000 $ 295,000 $305,000 $280,000 $17,000 
Repossessions † .. 66,500 45,000 15,000 5,000 1,500
Bad debts ‡ .........  6,250 — 3,250 2,500 500
$ 969,750 $ 340,000 $323,250 $287,500 $19,000
Balance, at December
31, 1945 ..............  $1,000,250 $ 660,000 $316,750 $ 22,500 $ 1,000
ACCOUNTING PRACTICE
† Fair market value of merchandise repossessed (established on 
the basis of cost less depreciation and refurbishing expenses), 
$35,000. The total net loss involved (after deduction of fair 
market value and unrealized gross profit) is $8,600.
‡ After deducting unrealized gross profit the total figure is $4,195.
3. Unrealized gross profit on installment sales as at De­
cember 31, 1944, per the 1944 income-tax return:
Year of 
Sale
Accounts Unrealized gross profit
Receivable
Installments Percent Amount
1942 ............................. $ 20,000 30% $ 6,000
1943 ............................. 310,000 32 99,200
1944 .............................  640,000 34 217,600
$970,000 $322,800
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Commercial Law
May 17, 1946, 9 :00 a.m. to 12:30 p.m.
[Reasons must be stated for each answer; no credit 
will be given for an answer unsupported by a statement 
of reasons. Whenever practicable, give the answer first 
and then state reasons. Answers will be graded accord­
ing to the applicant’s evident knowledge of the legal 
principles involved in the question rather than on his 
conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
(a) Name four ways in which a contract may be discharged.
(b) Define (1) joint, (2) several, and (3) joint and several 
contracts.
(c) When is a contract (1) entire and when (2) severable?
(d) Allen accepts a note of his debtor, Ben, endorsed by
Carr for a less sum than Ben’s debt with the agreement 
that the original debt shall thereby be discharged. Is the 
contract valid and will the original debt be discharged ?
No. 2 (10  points)
(a) (1) What is a bill of exchange?
(2) Define the different kinds.
(3) Who are the usual parties to a bill of exchange?
(4) W hat is necessary before a liability arises on a bill 
of exchange as to (a) the drawee, (b) the drawer 
and (c) a foreign bill?
(b) Allen drew his check to the order of Burt upon the
Yanktown Bank. Burt duly presented the check at the
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bank for payment. Though the bank at the time had 
funds of Allen more than sufficient to pay the check, 
it refused to pay it. Can Burt maintain an action against 
the bank?
(c) Ben asked Albert to sign a note as an accommodation 
maker. Albert having done this, Ben indorsed the note 
for value to Carl, who had at the time knowledge that 
Albert had made the note for Ben’s accommodation 
only. Can Carl recover the amount of the note from 
Albert ?
No. 3 (10  points)
(a) Allen, a manufacturer in Pittsburgh, sold to Burt on 
credit, a carload of goods to be delivered at Jersey City 
at the Pennsylvania Railroad. The moment the car 
arrived at Jersey City the goods were levied on by the 
sheriff of Hudson County on an execution against Burt. 
Allen having learned of this and that Burt was in­
solvent, gave notice of stoppage in transit to the rail­
road. Both Allen and the sheriff demanded possession. 
Who was entitled to it? Why?
(b) Adrian sold a truck to Ben, retaining possession of the 
truck and accepting from Ben a promissory note, pay­
able in ten days, for the purchase price. The note was 
not paid when due on presentment, and thereafter levy 
was made upon the truck under a judgment obtained 
by Xerxes against Ben. W hat rights, if any, has Adrian 
as to the truck?
(c) Alex agreed to purchase goods from Butler, payment to 
be made by delivery of other goods. After delivery and 
tender under the agreement, Butler refused to accept 
anything but cash and sued for the price of his goods. 
Should he succeed? Why?
COMMERCIAL LAW
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(d) Albert sold goods to Barry. At the time of sale no 
representations were made as to title. The goods 
were, however, subject to a mortgage given by Albert’s 
predecessor in title, which had been duly recorded, but 
of which neither Albert nor Barry had knowledge. 
Barry satisfied the mortgage. Has Barry an action 
against Albert ?
No. 4  (10  points)
(a) A partnership agreement provided for a definite term. 
Upon the expiration of that term the partnership was 
continued without any new agreement. How does this 
affect the partnership?
(b) Allen, a member of firm of Burt and Allen, without 
Burt knowing it sold to Callahan, a bona fide purchaser 
in the firm name, all the assets of the partnership in­
cluding merchandise, good-will and accounts receivable. 
Was this conveyance good? Why?
(c) By a written agreement between Ajax and the part­
nership of Xerxes and Yellow, Ajax was to receive for 
his services to Xerxes and Yellow, a certain proportion 
of the profits of the business. Does Ajax thereby be­
come a partner (1) as to Xerxes and Yellow, or (2) 
as to third persons?
No. 5 (10 points)
(a) Name and explain at least six points of distinction 
between a corporation and a partnership.
(b) Is there any difference between (1) the capital and (2) 
the capital stock of a corporation? Explain.
(c) A corporation issues part of its stock to Anderson 
under a written agreement that Anderson shall be liable 
to pay only fifty per cent of the par value. The corpora-
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tion subsequently becomes insolvent, and creditors, who 
innocently loaned money to it after the above issue, seek 
to compel Anderson to pay the balance of the par value 
of his stock. Is Anderson liable? Explain.
(d) Allen purchased shares of the capital stock of a cor­
poration. The transfer and power of attorney on the 
back of the certificate were duly executed by the vendor 
and the certificate was delivered to Allen. The com­
pany refused to transfer the certificate on its books. 
Has the purchaser legal title to the stock? Explain.
GROUP II
[Answer any five questions in this group. No credit will 
be given for additional answers, and i f  more are sub­
mitted only the first five in the order written by the 
applicant will be considered.]
No. 6  (10  points)
This question relates to federal income taxes.
(a) What tests are to be used to determine whether or not 
an item is a deductible expense for federal income-tax 
purposes ?
(b) What are the two most usual methods of valuing inven­
tories ?
(c) The Bartlet Corporation, on July 1, 1945, issued to its 
president 1,000 shares of its common stock in payment 
of his salary then due. The fair market value of the 
stock was $10,000. The par value was $100 a share. 
On December 31, 1945, the stock was quoted on the 
stock exchange at $5 a share.
(1) What amount must the president include in his 
1945 gross income on account of the receipt of the 
stock?
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(2) On future sale of the stock what is his basis to 
compute taxable gain or loss?
No. 7 (10  points)
(a) If  there are two sureties unknown to one another on 
the bond of an insolvent principal, and one of them is 
compelled to pay the whole debt, what remedy has he 
against his co-surety?
(b) Allen guaranteed the payment of a note. At the 
maturity of the note the payee contracted with the 
maker extending the time for payment. Of this, Allen 
had no knowledge. W hat effect, if any, did this con­
tract have upon Allen’s liability as guarantor?
(c) Adrian is surety for Burns on a contract with Carr. 
Bums defaults. Carr brings suit against Adrian, the 
surety, who defends on the ground that Carr should 
have first exhausted his remedy against Burns before 
proceeding against him, the surety. Is this defense 
good? Why?
(d) Allen is surety for Burt on a contract with Canby. 
Canby holds a chattel mortgage on property belonging 
to Burt as security on the same contract. Burt de­
faults. Allen is compelled to pay the obligation to 
Canby. What rights, if any, has Allen? Is he entitled 
to the chattel mortgage? If  not, why?
  No. 8 ( 10 points)
(a) (1) What are open policies of insurance?
(2) When does insurance become binding as a valid 
contract ?
(3) What constitutes delivery of a policy?
(b) (1) In a fire policy what losses are covered? Does it
cover damage other than actual burning? If  so, 
what?
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(2) What is the amount of the insurance company’s 
liability on an open policy (1) without co-insur­
ance, and (2) with co-insurance?
(c) (1) What constitutes an insurable interest in property ?
(2) At what time must such an interest exist (a) at the
time the policy is written or (b) at the time of 
loss?
(d) Allen owed Burt $10,000. Burt took out a policy on 
the life of Allen and paid the premium. Allen paid the 
debt Burt continued to pay the insurance premium on 
the policy. Allen died. To whom do the proceeds of the 
life insurance go? Why?
No. 9  (10  points)
(a) A corporation contracted with the Kay R.R. Company 
to transport goods. In  an action for damages for neg­
ligence the carrier claimed that the corporation had not 
lawful title to the goods. Was this defense good? Why?
(b) A railroad company transported goods to their destina­
tion and notified the consignee that they were ready for 
delivery. He did not call for them within a reasonable 
time. After that time the goods were destroyed by 
fire without negligence of the company. There was no 
insurance.
(1) Who sustains the loss?
(2) Is the carrier liable to the consignee for the loss 
of the goods?
(c) A common carrier through mistake delivers goods to the 
wrong person. W hat are the carrier’s rights and liabil­
ities as to (1) the person who wrongfully received the 
goods; (2) the consignor and (3) the consignee?
(d) A station agent through error quoted to a shipper a
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freight rate lower than the real rate. A contract to 
ship at the quoted rate was made.
(1) Is the contract valid?
(2) Can the carrier rescind the contract?
No. 10 (10  points)
(a) Define and distinguish between (1) mortgagor and (2 ) 
mortgagee of real estate.
(b) What is a purchase money mortgage on real estate?
(c) An owner of real estate borrows money and gives bond 
and a mortgage on the property. Where does the liabil­
ity for the debt always lie?
No. 11 (10  points)
(a) What is (1) an executor, (2) an administrator?
(3) Where does the authority of (a) an executor and
(b) an administrator come from?
(4) What courts have jurisdiction of (1) executors, of 
(2) administrators?
(b) (1) From what time do his powers relate? (executors) 
(2) What are an executor’s duties with respect to col­
lecting assets?
(c) (1) What is an executor’s account and (2) what
should it contain?
No. 12 (10  points)
(a) In what four ways may an agency relationship be 
created as to third parties ?
(b) An agent has possession of and authority to sell per­
sonal property.
(1) What is his implied authority?
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(2) What is his implied authority to mortgage the 
property and to give credit?
(c) What is the rule as to the power of an agent to make 
and endorse negotiable paper in the name of his prin­
cipal?
(d) How should an agent execute negotiable paper?
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Auditing
May 17, 1946, 1 :30 to 5 :00 p.m.
[The candidate must answer all questions]
No. 1 (4 0  points)
Prepare audit working papers covering four of the follow­
ing five items:
(a) Factory buildings and reserve for depreciation.
(b) General manager’s profit-sharing bonus.
(c ) Treasury stock.
(d) Royalty income.
(e) Sales and cost of sales of building lots sold by a realty 
company.
Use your own figures.
Working papers may be concise but sufficiently inform­
ative to enable your supervisor or principal to check the 
report during your absence and satisfy himself with respect 
to auditing procedures. Neatness and form of presentation 
are important. Illustrations should be sufficiently complex to 
indicate your experience and familiarity with the subject 
matter.
No. 2 (10  points)
Prepare a questionnaire to be used in the evaluation of 
internal control relating to property, plant and equipment.
No. 3 (10  points)
W hat are the legal responsibilities of a public accountant 
with respect to work done by him as a professional auditor ? 
Discuss.
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No. 4  (1 0  points)
List the standard audit procedures for the examination 
of one of the following:
(a) Special assessments records and related bond records 
of a  small municipality
(b) Security control records of a stock broker
(c) Rent control records of a real estate operating company.
No. 5 (7 points)
Lapping has been described as a practice in which the 
improper abstraction of cash out of current receipts is cov­
ered by the omission of an entry or entries or receipts re­
presented by checks. These checks are then deposited in 
lieu of the cash abstracted. Later entries are made for the 
items previously omitted and the shortage is either made up 
by the return of the cash abstracted or continued by the 
failure to enter other receipt items.
Outline and discuss briefly an audit procedure which 
would disclose the existence of the practice above described. 
No. 6  (1 0  points)
Your client, a manufacturer with a large and active in­
ventory, takes his raw material inventory as of the close of 
business December 31 and “cuts-off” as of that date but the 
inventory taking is not completed for several days thereafter. 
Describe your auditing procedures with respect to the related 
incoming and outgoing material records.
No. 7 (5  points)
A client corporation requests you, as auditor, to sign pub­
lish e d  statements of its expected earnings. W hat position 
would you take with respect to the request? Give reasons.
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No. 8  (8  points)
(a) Why is a second bank reconciliation at a date subse­
quent to the balance-sheet date desirable as part of the 
verification of cash in bank?
(b) What special procedures are of primary importance 
in connection with the second reconciliation?
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Examinations o f Nov., 1946
Accounting Practice — Part I
[November 6, 1946, 1 :30 to 6:00 p.m.
[Solve both problems]
No. 1 (3 0  points)
You have been asked by the president of Novo Kitchen 
Aids, Inc., manufacturer of home appliances, to review the 
company’s capital, surplus and reserve accounts and to make 
such proposals for their revision and balance-sheet presen­
tation as good accounting may suggest.
(a) Draft a work sheet, and brief notes or adjusting 
entries which will indicate and explain the changes in form 
or content you would recommend, and (b) draw up the 
reserve, capital stock, and surplus sections of the balance- 
sheet as at April 30, 1946, as they should be presented.
On April 30, 1945, the liability section of the company’s 
published balance-sheet appeared as follows:
Capital—
Capital stock, preferred, $10 par—
10,000 shares authorized and issued—
9,000 shares in hands o f public..............  $ 90,000
1,000 shares held in treasury at cost of
$15,000, per contra..................................  10,000 $ 100,000
Capital stock, common, no par value—
100,000 shares authorized , 56,000 shares
issued and in hands of public....................  $ 224,000
Paid-in surplus (50% on preferred shares
in 1928) ................ ......................................... 50,000 274,000
Current liabilities (detail om itted)................  388,000
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Reserves for—
Doubtful accounts ..........................................  $ 2,000
Postwar rehabilitation ..................................  1,000,000
Depreciation ......................................................  384,000
Fire and accident insurance..........................  60,000 1,446,000
Surplus ........................................ ...........................  2,671,000
Total liabilities . ..................................  $4,879,000
(1) On April 30, 1946, half of the shares of the treasury 
preferred stock which had been purchased in 1942 
at $15 per share, were sold at $19 per share, the pro­
ceeds being credited to the treasury-stock account.
(2) The preferred capital stock carries an annual dividend 
of $1 per share, and the dividend is cumulative. As at 
April 30, 1945, unpaid dividends attaching to each 
share amounted to $5 which was liquidated on Jan­
uary 1, 1946, by issuing to preferred stockholders 
9,000 shares of no-par-value common stock on which 
a value of $5 per share had been declared.
(3) A cash dividend of $1 per share was declared to pre­
ferred stockholders of record April 1, 1946, payable 
May 1, 1946.
(4) Balances in the reserves for doubtful accounts and 
depreciation at April 30, 1946, were $2,200 and 
$401,000, respectively.
(5) The reserve for postwar rehabilitation was created in 
the preceding year by a provision out of income for 
a  like amount. The intent was to set aside profits 
for possible but unknown future contingencies. Dur­
ing the current year, the sum of $500,000, also charged 
to income, was added to the reserve.  
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(6) Plant-extension costs, amounting to $285,000, for the 
manufacture of a postwar product unlike anything the 
company had previously put out, were charged against 
the rehabilitation reserve during the year 1945-46.
(7) The fire-insurance reserve was increased during the 
year by a further provision of $10,000 charged to 
profit and loss.
(8) It was decreased by $2,000—the cost, less $400 de­
preciation, of a building destroyed by fire on April 
15, 1946. Additional costs arising out of the fire, and 
not yet appearing on the books, for injuries to persons 
are expected to aggregate $1,500.
(9) Surplus, as shown on last year’s balance-sheet, con­
sisted of the value, ten years ago, of a donated plant 
site, amounting to $134,000; gains of $6,300 from the 
purchase and sale in 1941 of 2,000 shares of treasury 
preferred stock; and undistributed earnings, $2,530,­
700.
(10) During the past year, charges for the dividend in no­
par-common stock and the cash dividend, and for an 
adjustment of $4,100 in the previous year’s tax liability 
reduced the account to $2,612,900.
(11) Book net income for the year, after deducting reserve 
provisions, amounted to $222,500.
No. 2 (20  points)
From the following information relating to Prep School, 
prepare a work sheet showing opening balances, transactions, 
also adjustments for the year ended June 30, 1946, and 
closed trial balances as of June 30, 1946, for each of the 
four classes of funds into which the general ledger is di­
vided: viz., general fund, plant funds, endowment funds, 
and student loan funds.
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The balances of the general ledger accounts as at July 1,
1945, are as follows:
Cash—for general use........................................  $ 1,000
Cash—from alumni subscriptions for new
dormitory ..........................................................  2,000
Cash endowment ....................   45,000
Cash—for student loans......................................  1,000
Tuition receivable ...........................................   12,500
Investments—temporary investments of
general cash ......................................................  4,000
Investments—endowment ..................................  250,000
Stores ......................................................................  15,000
Alumni subscriptions for new dormitory
(due Sept 30, 1944)........................................  8,000
Student loans receivable......................................  3,500
Educational plant:
Financed from original and subsequent en­
dowments ......................................................  600,000
Financed from tuition funds.......................  50,000
Financed from alumni subscriptions ..........  200,000
Financed by grant from state and local 
government ....................................................  50,000
Accounts payable for supplies................ .......... $  3,500
Unpaid expenses o f alumni subscription cam­
paign ....................................................................  1,000
Balance ........................................ .........................  1,237,500
$1,242,000 $1,242,000
1. Endowment investments and $40,000 of the endowment 
cash represent principal of endowment funds held un­
der terms providing that the income therefrom shall be 
used only for operating expenses of the school.  The 
balance of endowment fund cash represents accumu­
lated income not transferred from the endowment to the 
general fund.
2 . Student population was 150 students. The tuition rate 
was $1,000 per school year per student except for six
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full scholarships and three partial (one-half) scholar­
ships.
3. 90% of current tuition was collected and $100 of the 
balance is considered uncollectible.
4. Tuition receivable of prior years was collected in the 
amount of $12,000 and the balance is considered un­
collectible.
5. Charges for operating expenses incurred and supplies 
 purchased during the year totaled $135,000.
6. Inventory of operating supplies at June 30, 1946, 
amounted to $13,500.
7. Accounts payable for operating supplies and expenses 
amounted to $2,000 at June 30, 1946.
8. All temporary investments of general cash were sold on 
July 1, 1945, for $4,300 and accrued interest of $100.
9. Endowment investments having a book value of $25,000 
were sold for $27,500, including accrued interest of 
$500.
10. Investments were purchased by the endowment fund 
trustees at a cost of $50,000.
11. Interest on endowment fund investments not sold during 
the year amounted to $20,500 for the year and was all 
collected in cash.
12. The endowment fund trustees transferred $22,500 to 
the general fund bank account.
13. As a result of the continued alumni subscription cam­
paign, additional subscriptions in the amount of $65,000 
were received for the purpose of providing a new 
dormitory. These subscriptions were payable one-fifth 
at the date of the pledge and one-fifth quarterly begin­
ning January 15, 1946.
14. 5% bonds in the amount of $50,000 were issued for 
cash on January 1 ,  1946, to provide funds for immediate
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construction of the new dormitory. Interest was pay­
able annually.
15. Contracts in the amount of $70,000 were let for con­
struction of the new dormitory out of subscriptions.
16. The contract for construction of the new dormitory was 
50% completed on June 1, 1946, and payment for one- 
half of the total amount, less a retained percentage of 
10%, was made on that date.
17. All alumni subscriptions of the current year were paid 
on the due dates; those due previously were also paid 
in full.
18. Tuition receipts amounting to $5,000 were used to 
build additional bleachers at the athletic stadium.
19. A riding stable costing $4,000 and financed during a 
previous year from tuition receipts was destroyed by 
fire. Insurance recovery was $4,500; the building will 
not be replaced.
20. Student loans amounting to $3,500 were made.
21. Student loan collections amounted to $4,000 including 
$200 interest.
22. Expenses of the alumni subscription compaign were 
paid in full in the amount of $1,500.
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Theory of Accounts
November 7, 1946, 9:00 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your 
knowledge of accounting theory and your ability to 
apply the knowledge you have acquired. Due weight 
will be given to the arguments presented to support 
your answer to each question, even though the exam­
iners may not agree with your conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
Explain what is meant by a composite rate in depreciation 
accounting. Using simple assumed figures for life expect­
ancy, cost and salvage, show by a brief schedule the com­
putation of (a) composite life, and (b) composite rate. 
State clearly the assumptions which you have made and 
which are used as your basis for the computations.
No. 2 (10  points)
In a large manufacturing business the expense controlling 
accounts are, as usual, kept in the general ledger and detail 
accounts are kept in subsidiary ledgers. Name seven ac­
counts (twenty-one in all) which might appear among those 
in each of the following subsidiary ledgers: (a) Manufac­
turing Expense, (b) Selling Expense, and (c) General 
Expense, respectively.
No. 3 (10  points)
James & Jones, a partnership operating a retail store, 
transferred its assets and business to James & Jones, Inc.,
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a newly formed corporation, as at the close of business De­
cember 31, 1945, in consideration for issuance of all of the 
authorized stock of the new corporation to the two partners 
in proportion to their interests in the partnership net assets 
and business, and assumption of the partnership’s liabilities. 
You have been asked to make an entry or entries to start the 
books of account of the new corporation.
Assume a simple set of facts and, in accordance with your 
assumption, prepare the opening journal entry for James & 
Jones, Inc. Specify the source from which each item of 
information required for your journal entry should be ob­
tained.
No. 4  (5  points)
The president of a large automobile manufacturing com­
pany has requested you to include in your report certain 
balance-sheet and profit-and-loss ratios in order that com­
parison may be made with ratios determined for the in­
dustry. Give names of five of such ratios as they might 
be described in the financial statements.
No. 5 (15  points)
During October and November 1945 the plant superin­
tendent of the ABC Products Co. (a subsidiary of the 
XYZ Manufacturing Co., Inc.) reorganized the processes in 
one of his most important departments, chiefly by installing 
up-to-date automatic machinery. As a result of such reor­
ganization, the monthly production has been increased by 
25% as compared with corresponding periods of the pre­
vious year, but the ratio of factory overhead to direct labor 
increased from 25% to approximately 41%.
The general manager of the parent company has for­
warded to the president of the XYZ Manufacturing Co.,
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Inc., an official criticism of the plant superintendent and of 
the reorganization made by him. The criticism is based on 
the increased percentage of overhead to direct labor. The 
president has asked you to investigate the matter and report 
to him. You find the facts to be as follows:
THEORY OF ACCOUNTS
Data for three months ended March 31, 
1945 1946
Per cent Per cent
of sales Dollar of sales Dollar
value amounts value amounts
Production costs:
Cost o f direct material u sed .. 25 $112,450 27 $153,000
Cost o f direct labor expended 50 225,000 29 164,000
Cost of factory overhead___ 12.5 56,250 12 67,000
Value, at sales prices, of finished
goods produced (which
were readily salable).......... 100 450,000 100 562,000
 
The production process of ABC Products Co. is short 
and no consideration need be given to material in process.
Prepare a condensed summary and explanation such as 
you would include in your report, based on the foregoing 
figures, which will demonstrate the actual results accom­
plished by the plant superintendent’s reorganization.
GROUP II
[Answer any five questions in this group. No credit 
will be given for additional answers and i f  more are 
submitted, only the first five in the order written by the 
candidate will be considered.]
No. 6  (10  points)
Outline the general accounts that would be needed in the 
records of a city of approximately 100,000 population to 
provide for suitable budget control through the general ac­
counting system and indicate the meaning and scope of 
operation of each of these accounts.
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No. 7 (10  points)
Doubtful accounts receivable are treated differently in the 
accounts of various companies, for example:
1. Provided for by a reserve set up (a) on the basis of a 
percentage of sales or (b) on the basis of a valuation of 
all past due or otherwise questionable accounts receiv­
able— those considered uncollectible being charged to 
such reserve at the close of the accounting period; or 
specific items are charged off directly against (c) gross 
sales, or to (d) bad debt expense, in the year in which 
they are determined to be uncollectible.
2. Collection agency and legal fees, etc., incurred in con­
nection with the attempted recovery of bad debts are 
charged to (a) bad debt expense, (b) reserve for bad 
debts, (c) legal expense, or (d) general expense.
3. Debts previously written off in whole or in part but cur­
rently recovered are credited to (a) other income, (b) 
bad debt expense, (c) bad debt reserve, or (d) surplus.
In the case of a client conducting a wholesale merchan­
dising business having five thousand sales per month with 
a total monthly average sales value of $150,000 and whose 
annual bad debt ratio has been approximately 1½ % of sales,
(a) State which of the foregoing methods you would re­
commend as regards (1) reserves and charge-offs, 
(2 )  collection expenses, and (3 )  recoveries.
(b) Also, state briefly and clearly the reasons supporting 
such recommendations.
No. 8 (10  points)
(a) Where intangibles have no limited term of existence 
(such as limitation by law, regulation, or agreement), 
and as to which there is, at the time of acquisition, no
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indication of limited life, how should they be carried 
upon the books and when, if ever, may they be written 
off?
(b) Name four such intangibles.
(c) When may a leasehold improvement be written off over 
a period less than the life of a lease?
(d) Under what circumstances may a leasehold be entered 
upon the books as an asset? Explain the accounting 
treatment covering the disposition of such charges.
No. 9  (10  points)
Probably no other term used by accountants is required 
to do duty in so many capacities as the word “reserve. ’’ 
Describe briefly four distinct accounting meanings or uses 
of this term.
No. 10 (10  points)
A parent corporation has made a 100% stock investment 
in a subsidiary at a cost in excess of its equity in the net 
assets of the subsidiary as shown by the subsidiary’s books 
at the date of acquisition.
Explain the accounting thereby necessitated in subsequent 
consolidated balance-sheets.
THEORY OF ACCOUNTS
No. 11 (10  points)
Select the current asset and current liability items from 
among, the following list of debit and credit accounts and 
classify them in the manner in which they might respectively 
appear on the balance-sheet of a large manufacturing com­
pany as at October 31, 1946 (amounts not required).
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Debits
Plant and equipment 
Cash in bank
Inventory o f operating parts and 
supplies
Inventory o f raw materials 
Goodwill
Cash and U. S. Government 
bonds set aside for property 
additions
Investment in subsidiary 
Accounts receivable:
U. S. Government contracts 
Regular
Instalments—due in 1946 
Instalments—due in 1947-48
Patent rights
Inventory o f finished goods 
Inventory o f work in process 
Deficit
Interest accrued on U . S. gov­
ernment securities
Notes receivable
Petty cash fund
Credits
Accrued payroll
Reserve for renegotiation of 
U.S. Government contracts
Notes payable
Accrued interest on bonds 
Reserve for depreciation 
Accounts payable 
Capital Surplus
Accrued interest on notes pay­
able
5% 1st Mortgage Bonds to be 
redeemed in 1946
Capital stock—preferred 
Income applicable to 1947-48 
Reserve for contingencies 
4½ % 1st mortgage bonds due
in 1961
Preferred stock dividend, pay­
able November 1, 1946.
Reserve for doubtful accounts 
receivable
Provision for federal income
U. S. Government securities 
Treasury stock
taxes
Excess overhead distributions 
Customers advances (on con­
tracts to be completed in 
1947)
Reserve for raw materials in­
ventory
Premium on bonds to be re­
deemed in 1946
Officers' 1946 bonus accrued
If among the foregoing there appear to you to be certain 
border-line cases which you are unable to classify without 
further information, mention them and explain your diffi­
culty, or give your reasons for making questionable classifi­
cations, if any.
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No. 12 (10  points)
The book value of a client’s plan and equipment at June
30, 1945, was $500,000. In connection with a restatement 
of the accounts of the client company, constituting a quasi­
reorganization, an appraisal was made as of that date, by an 
independent appraisal company, which showed a value of 
$750,000. The client’s board of directors at their meeting 
of November 5, 1945, passed a resolution to the effect that 
the appraisal value should be set up on the books as of 
July 1, 1945, and you are called upon to prepare the neces­
sary entries.
(a) Give the journal entry or entries which you would 
make to set up the appraisal value.
(b) Give the entry or entries which you would make as at 
December 31, 1945, the close of the fiscal period, to 
provide for depreciation for the entire year with ap­
propriate allowance for the new valuation—assuming 
a composite rate of 5% per annum, and that no addi­
tions (other than with respect to the appraisal) were 
made to the capital account during the entire calendar 
year.
THEORY OF ACCOUNTS
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Accounting Practice — Part II
November 7, 1946, 1 :30 to 6 :00 p.m. 
[Solve both problems]
No. 1 (35  points)
The retail store of John Pyx was destroyed by fire on 
March 2 0 , 1946, and only relatively few items were salvaged. 
From the general ledger, the one book of account saved, the 
following figures were abstracted as at February 28:
Fixtures ..............................................................
Reserve for depreciation................................
Customers ..........................................................
Petty cash ..........................................................
Cash in bank...... . ..............................................
Bank loan ..........................................................
John Pyx, capital...............................................
Merchandise ......................................................
Sales ....................................................................
Expenses ............................................................
$ 10,543.26
$ 8,672.77
53,483.82
250.00
5,285.01
10,000.00
130,251.20
106,836.38
59,977.39
32,502.89
The last fiscal closing was October 31, 1945.
You are required to calculate—
(a) The amount of the inventory loss resulting from the 
fire; and to prepare—
(b) Journal entries necessary to reflect the transactions, 
etc. which took place between February 28 and March 
20, 1946, distinguishing carefully between ordinary 
operations and the losses occasioned by the fire;
(c) A work sheet showing the general ledger balances at 
February 28, 1946, your adjusting journal entries, also 
the adjusted asset and liability balances as at March 
20, 1946; and the profit and loss figures for the 4-2/3 
months ended on that date;
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(d ) A statement of the proprietor’s equity as at March 
20, 1946.
Correspondence with creditors revealed unrecorded obli­
gations to wholesale houses as at March 20th amounting to 
$17,100.60, and an inspection of checks returned from the 
bank at the end of March, $22,924.83, indicated cash pur­
chases of merchandise from March 1-20 of $15,267.82, the 
balance representing cash withdrawals by Mr. Pyx. Mer­
chandise in transit at March 20 was recovered by suppliers 
and not billed. Bank deposits during that period, as shown 
by the bank statement, amounted to $20,929.64 and, with 
the exception of a refund of $200.25 on March 2nd from a 
merchandise creditor, which Mr. Pyx recalls that he de­
posited shortly thereafter, these may be assumed to be pay­
ments on account by customers. Indebtedness acknowledged 
by customers totalled $52,876.45, but it is estimated that 
$10,000 more due from them will never be acknowledged 
or recovered. Of the acknowledged indebtedness, $1,000 
will probably be uncollectible. Returns to suppliers, not yet 
accounted for by them, amounted to $2,503.72, of which if 
is estimated that, in line with similar claims in the past, no 
more than half will ultimately be allowed.
The merchandise stock was insured for $50,000. An 
agreement has been reached with the insurer whereby the 
claim of the insured (a) will be based on the assumption 
that the arithmetic average of the two gross-profit ratios 
for the fiscal years ended October 31, 1944 and 1945, was in 
effect during the 4-2/3 months ended March 20, 1946, and
(b) will be paid, up to the face value of the policy, in 
accordance with your computation of the cost of the mer­
chandise destroyed. The inventories at October 31, 1943, 
1944, and 1945 were $69,250, $70,485, and $57,611, re­
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spectively, the net purchases for the two fiscal years ended 
in 1944 and 1945 were $89,510 and $74,030, and the net 
sales, $160,500 and $170,400, respectively.
Salvaged items were:
Fixtures, sold to a  second-hand dealer, with the approval 
of the insurer, for $200; the fixtures were insured for $500 
which will be collected in full.
Petty cash box containing cash and stamps amounting to 
$103.00.
Merchandise, sold to dealer in salvage stocks, $5,264.53; 
sold at auction, $12,821.17.
The balance in the proprietor’s account at October 31, 
1945, was $140,716.38. Additions to the fixtures account 
during the current fiscal year have been $300; depreciation 
of 10% (5%  on additions) should be allowed for the current 
fractional year.
No. 2 (15  points)
Prepare a statement of application of funds of X Con­
struction Corp. for the calendar year ended December 31, 
1945, from the following information. (For purposes of 
this problem it is not necessary to include in the solution a 
schedule of the details of the increase in working capital.)
The comparative balance-sheets of X Construction Corp., 
as at December 31, 1944, and December 31, 1945, are set 
forth 'below:
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Current and working assets:
Cash ........................................
Bid deposits ..........................
Estimates receivable ..........
Miscellaneous receivables . .
$
December 31
Increase 
(or decrease) of 
working capital,
etc.1944 1945
40,000 $ 102,800 $ 62,800
— 100,000 100,000
380,000 450,600 70,600
45,650 65,800 20,150
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U. S. Treasury tax anticipa­
tion notes ........................ ..
Supplies ................ .................
Insurance policy cash-sur­
render values (less loans)
Postwar excess-profit re­
fund .....................................
Less—Current liabilities—
Notes payable ......................
Accounts payable ................
Accrued liabilities ..............
Federal income-tax accrued
Working capital ......................
Plant and equipment................
Less—Reserve for deprecia­
tion ......................................
Other assets:
Investment B Co.—
90% owned .......................
Treasury stock—bought for
$90,000 ................................
Organization expenses........
Unamortized discount o n  
bonds payable ..................
Reserves and capital 
Reserve for contingencies. 
Deferred profit on contract 
Bonds p ayab le ......................
100,000 10,000 (90,000)
20,100 22,800 2,700
10,000 25,050 15,050
18,000 40,000 22,000
$ 613,750 $  817,050 $203,300
$ 150,000 $ 50,000 $100,000
190,000 215,000 (25,000)
18,400 30,900 (12,500)
150,000 240,000 (90,000)
$ 508,400 $ 535,900 $(27,500)
$ 105,350 $ 281,150 $175,800
$1,050,200 $ 806,050
660,300 303,800
$ 389,900 $ 502,250 $112,350
$ 170,000 $ 177,200 $ 7,200
40,000
(6,000)
(1,000)
12,000
9,000
40,000
6,000
8,000
$ 686,250 $1,014,600 $328,350
$
100,000
$ 100,000 
65,000 
100,000
$100,000
65,000
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Capital stock ................ .. 200,000 200,000 —
Earned surplus ....................  386,250 549,600 163,350
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$ 686,250 $1,014,600 $328,350
A  summary o f earned surplus for the year 1945 fo llow s:
Balance, December 31, 1944................  .................... $386,250
Add: N et profit (before federal taxes) for the
year 1945 ..............................................................  $275,000
Restatement o f property and reserve accounts 
to agree with depreciated cost values estab­
lished by Treasury Department as at Jan­
uary 1, 1945..........................................................  172,350 447,350
T ota l................................................................ $833,600
Deduct: Dividends declared............................ ........ $ 25,000
Provision for federal income and excess- 
profits taxes after refund credit..................  203,000
Purchase price o f treasury stock,
$90,000 in excess o f par value, $40,000........  50,000
Organization expense amortized........................  6,000 284,000
Balance, December 31, 1945....................................  $549,600
As of January 1, 1945, property, plant, and equipment ac­
count was reduced $110,150 and the related reserve account 
$282,500, to agree with adjusted depreciated cost values as 
of that date, as determined by the U. S. Treasury Depart­
ment. During 1945 equipment having a gross book value 
of $354,000 and a net book value of $235,000 on the re­
valued basis was sold at a profit of $42,500. Additions and 
depreciation constitute the remaining changes in the respec­
tive accounts.
Investment in stock of Company B was adjusted during 
the year to give effect to subsidiary company earnings of 
$20,000 and dividends declared of $12,000.
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Commercial Law
November 8, 1946, 9 :00 a.m. to 12:30 p.m.
[Reasons must be stated for each answer; no credit 
will be given for an answer unsupported by a statement 
of reasons. Whenever practicable, give the answer first 
and then state reasons. Answers will be graded accord­
ing to the applicant’s evident knowledge of the legal 
principles involved in the question rather than on his 
conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
(a) What is the rule as to the profits made in the course of 
an agency, (1) within the scope of the agent’s authority 
and (2) in violation of the agent’s authority?
(b) (1) Has an agent, entrusted with specific duties, power
to delegate his authority to another? Give the 
rule.
(2) How does the death of the principal affect an 
agency?
(3) What is the legal effect of an infant creating an 
agency ?
(4) An infant acting as agent?
(c) The house of Smith, which was insured in the Delano 
Insurance Company, was destroyed by fire. The insur­
ance company sent an agent, Harris, to adjust the loss. 
Harris delegated his authority to Fredericks, who made 
an agreement of settlement with Smith for a certain 
sum. In a suit brought by Smith to enforce his agree-
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ment the insurance company claimed that Fredericks 
had no authority to act for the company. Who should 
succeed? Explain.
No. 2 (10  points)
(a) Allen stole chattels and sold them to Burt, who did 
not know of the theft. Burt sold them to Carr who was 
likewise ignorant. The bill of sale by Burt to Carr 
contained no warranty of any kind. Can Carr sue Burt 
for breach of warranty?
(b) Canby sold goods to Day who was to select the carrier 
and notify Canby of his selection. Day without any 
reason delayed for 10 days in the selection of the car­
rier and the goods while in Canby’s possession on the 
10th day after the contract were destroyed by fire. Who 
sustains the loss? Can Canby recover the contract 
price from Day?
(c) Allen sold merchandise to Butler, delivered it to a rail­
road for transportation to Butler, sending Butler a 
negotiable bill of lading. Butler became insolvent. Allen 
served on the railway company, which had the goods 
in transit, due notice of his claim to exercise the right 
of stoppage in transit. What else must he do, if any­
thing, to recover possession of the goods?
No. 3 (10  points)
(a) (1) Is there any difference between “treasury stock”
and “authorized but unissued stock” ?
(2) May such stock be sold by the corporation for less
than par value?
(b) (1) May stockholders, compel by suit, the payment of
dividends from net surplus earnings, when the
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directors in good faith determine to accumulate 
them?
(2) Are there any exceptions? Explain.
(c) The Yanktown Corporation was organized with a cap­
ital stock of $100,000 dividend into 1,000 shares of 
$100 each. It issued all its stock to its subscribers on 
payment of $75 for each share. The company became 
insolvent. After realizing on all its assets there still 
remained a deficit of $40,000 due creditors. Are the 
stockholders liable to creditors who have dealt with the 
company without notice that the stock has not been paid 
for in full? If so, to what extent?
(d) Who conducts the liquidation and settlement of the 
affairs of a corporation upon its voluntary dissolution?
No. 4  (10  points)
(a) Are the words “value received” essential to the validity 
of a negotiable note or bill? Why?
(b) A promissory note was made payable in installments, 
with a clause providing that on default in payment of 
interest, the whole principal sum shall become due and 
payable, and that 6% of the principal shall be paid as 
attorney’s compensation for collection. Did any of these 
provisions render the instrument nonnegotiable ?
(c) Allen made a promissory note payable to the order of 
Burt at the First National Bank of Yanktown. When 
due, the note was presented to the bank, which without 
direction of Allen, paid the note and charged it to the 
account of Allen. He claimed that such payment was 
illegal being without his direction. Under the U.N.I.L. 
was Allen or the bank right? Why?
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No. 5 (10  points)
(a) In contract what is a tender, and what is its effect?
(b) Will impossibility of performance arising after the for­
mation of a contract discharge the promisor from 
liability?
(c) Allen offered to sell Butler land, the offer to remain 
open until March 15. On March 1, Alien notified 
Butler that he withdrew his offer. Nevertheless, on 
March 2, Butler tendered the purchase money, which 
Allen refused to accept. Can Butler maintain an action 
against Allen?
(d) A lease under seal contained a clause giving the lessor 
the option to purchase the leased premises during the 
term of the lease for the sum of $1,000. The lessee 
during the term tendered lessor the $1,000 and de­
manded a deed. The lessor refused the tender and the 
deed on the ground that the option was unilateral and 
without consideration. Was he justified in his refusal?
GROUP II
[Answer any five questions in this group. No credit will 
be given for additional answers and, i f  more are sub­
mitted only the first five in the order written by the 
applicant will be considered.]
No. 6 (10 points)
(a) (1) What are the implied warranties in sales by
sample?
(2) Name two of the most common documents of title 
of personal property.
(b) (1) On March 1, 1946, Allen induced Burt to pur­
chase from him (Allen) shares of stock in the 
Candy Corporation, representing that the stock
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had an actual book value of $200 a share, at which 
price Burt purchased. Certificates of stock were de­
livered. On March 15, 1946, Burt discovered that 
the book value was only $50 a share on March 1,
1946.
(a) Is Allen liable for anything? If  so, what?
(b) What is the measure of damages?
(c) Allen sold to Burt 100 bales of cotton marked 
“B.A.X.” which was stored in a warehouse in a distant 
city. The cotton had been destroyed by fire the night 
before the sale but neither Allen nor Burt knew any­
thing of that fact. May Allen the seller recover the 
price of the cotton from Burt the buyer? Why?
No. 7 (10  points)
(a) (1) What is a will?
(2) What is a  codicil?
(3) When does a will or a codicil become effective 
and when can either be revoked or altered ?
(b) (1) What is meant by probate of a will?
(2) What is the status of a will before probate as to 
the title to property mentioned in the will?
(3) When a will has been admitted to probate what 
does it establish?
(4) Does probate determine the validity of the pro­
visions of a will?
(c) (1) What property, personal or realty, is primarily
liable for the testator’s debts?
(2 )  Can the testator change this?
(3) What rights have creditors against beneficiaries?
No. 8  (10  points)
This question relates to federal income taxes:
(a) John Doe, of considerable wealth, died May 1, 1946.
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Jones was named executor of Doe’s will which created 
a trust of which the Clinton Trust Company was trustee. 
Who are required to file federal income-tax returns for 
1946?
(b) (1) In what situation may a joint declaration be filed
by a husband and wife?
(2) Must both husband and wife have gross incomes 
in order to file a joint declaration?
(3) If husband and wife file a joint declaration but 
file separate income-tax returns, how are the joint 
estimated tax payments to be apportioned?
(c) (1) What taxpayers may use the last-in, first-out
method of valuing inventories?
(2) May a taxpayer using this method value inven­
tories on the basis of (a) cost or (b) cost or 
market, whichever is lower?
(3) May a change to last-in, first-out method be made 
at will or must permission be obtained? If  so, 
from whom?
(4) If  the last-in, first-out method is adopted, must it 
be used in future years or can a change be made 
at will?
(d ) Jones purchased a $1,000 par value bond o f the Smith
Corporation for $900. The bond provided that it could 
be exchanged at a later date for stock in the same cor­
poration. In 1945, Jones exchanged the bond for 10 
shares of stock in the same corporation which also had a 
par value of $1,000 but had a market value of $1,200 
in 1945 when exchanged. What, if any, was Jones’ 
taxable gain on this exchange?
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No. 9  (10  points)
(a) What are the rights of a surety for payment he made 
before the statute of limitations expired for contribu­
tion after statute of limitations has run against the 
principal and the other sureties?
(b) Allen was the guarantor for the payment of rent by 
Burt under a lease from Carr. The lease was for two 
years. There was a clause in the lease to the effect that 
at the expiration of the lease the lessee had the privilege 
to renew upon thirty days notice or if he remained in 
possession after the expiration, it was agreed that the 
lease was to continue for two years more. There was 
a default in the payment of rent for the extended time 
and Carr sues Allen on the guarantee. Allen contends 
that he was liable only for the term of the lease and not 
for extended term. Who should receive judgment, Allen 
or Carr? On what principle?
(c) Allen is surety for Burt in the sum of $10,000. Burt 
defaults and Allen is sued by the creditor. He settles 
for $5,000. Allen then brings action against Burt for 
the whole $10,000. Can the action be maintained ? What 
are Allen’s and Burt’s rights and liabilities? Explain.
No. 10 (10  points)
(a) Goods were delivered to a railroad company for trans­
portation. The train was derailed by train robbers and 
the goods stolen. There was no insurance. Who sus­
tains the loss?
(b) What are the duties or liabilities of a common carrier 
for goods carried C.O.D. as to (1) collection, (2) when 
goods refused by consignee, (3) delivery of goods but 
failure to collect, and (4) inspection of goods before 
payment?
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(c) What are the rights and liabilities of a  common carrier 
for delivery of goods to (1) the wrong person, (2) at 
the wrong place, as to the owner and persons receiving 
the goods?
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No. 11 (1 0  points)
(a) Gas & Car, partners trading as the Gas & Car Co., were 
indebted to Silver, the amount sued on and being dis­
puted. Silver suggested to Gas that the claim be sub­
mitted to arbitration. To this Gas assented and signed 
an agreement for that purpose. Could this be done?
(b) In 1940, Allen, Burt and Car became equal partners, 
buying and selling real estate for profit. For con­
venience, title to all property purchased was taken in 
the name of Allen. Allen died with partnership real 
estate standing in his name of the value of $25,000. 
The partnership had no debts. Allen’s wife claims a 
dower right in said property and his children to whom 
he bequeathed all his personal property claim an abso­
lute one-third thereof. Judgment for whom? Was 
Allen’s interest in the property (1) real or (2) personal 
property? Did the wife have a dower right in the 
property?
(c) Brown and White are partners. Partnership assets con­
sisted of merchandise. Both partners were in the same 
accident. Brown was killed instantly and White died the 
next day. Brown left a will appointing his son execu­
to r; White died intestate. What becomes of the part­
nership property? Who has the rights to wind up the 
partnership affairs?
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No. 12 (1 0  points)
(a) A debtor drew a check to his creditor who had the 
bank certify it. The following day the bank failed. 
Can the creditor hold the debtor liable on the check. 
Why?
(b) (1) When is a pe rson deemed an indorser?
(2) W hat warranties are implied to all subsequent 
holders in due course by one who indorses without 
qualifications?
(c) (1) State four essential conditions required to make 
a party a  holder in due course?
(2) Describe briefly the rights of a holder in due 
course.
COMMERCIAL LAW
115
Auditing
November 8, 1946, 1 :30 to 5 :00 p.m.
[The candidate must answer all questions]
No. 1 (12  points)
You are engaged in an audit of the records of the Amberly 
Company for the fiscal year ended October 31, 1946, and 
have observed the taking of the physical inventory of the 
company on that date.
All merchandise received up to and including October 
30, 1946, has been included in the physical count. The 
following lists of invoices are for purchases of merchandise 
and are entered in the voucher register for the months 
of October and November, 1946, respectively:
Amount F O B
Date of 
invoice
Date
merchandise
received
October, 1946
$ 3,600 Destination O ct 20 O ct 22
2,200 Destination O ct 21 O ct 23
925 Shipping point O ct 20 O ct 30
3,975 Shipping point Oct. 26 Nov. 5
2,500 Destination Nov. 3 O ct 29
1,025 Shipping point O ct 26 O ct 30
8,600 Shipping point O ct 26 O ct 30
10,251 Destination Oct. 21 O ct 30
3,457 Destination O ct 28 O ct 30
November, 1946
1,000 Destination O ct 29 Nov. 5
3,120 Destination O ct 30 O ct 31
5,350 Shipping point O ct 28 O ct 30
4,500 Shipping point Nov. 1 O ct 30
6,040 Shipping point O ct 26 Nov. 5
7,530 Shipping point Oct. 28 Nov. 4
5,000 Destination O ct 28 Nov. 4
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No perpetual inventory records are kept and the physical 
inventory is to be used as a basis for the financial statements.
a. What adjusting journal entries would you suggest in 
view of the facts adduced ?
b. What adjustments, if any, would you suggest to the 
physical inventory as originally taken?
No. 2  (2 0  points)
Below will be found copy of a section of the Equipment 
Account of the Perfection Printing Company. It has been 
written up by a clerk known to you to be not only inaccurate 
but also deficient as to accounting theory and practice.
You are required to scrutinize the entries for the six 
months period to June 30. You should,
a. Prepare adjusting journal entries and make sugges­
tions for whatever other corrections may be required.
b. State the corrected balance of the equipment account 
at June 30, 1945, assuming the balance at January 1 
to have been correct.
Notes:
a. Your clients have been engaged in war work and have 
already taken certain steps toward reconversion, to 
meet the cost of which they have accumulated a sub­
stantial reserve.
b. Entry of February 10—Monotype machine cost 
$4,000; depreciation accrued to date of sale $3,000.
c. Entry of March 3—Cost of this motor $90; deprecia­
tion accrued to date of sale $45; an amount of $15 for 
which this piece of equipment was sold on March 3 
was credited (direct from cash book) to other income.
d. Entry of April 2—Purchase will enable the company 
to print in a new style of type.
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e. Entry of May 17—Cost of the shelving was $160 
against which depreciation of $40 had been accrued to 
date of sale. Sold for $15 cash.
f. Entry of June 8—Cost of the old shop lights was 
$400; depreciation accumulated to date of sale $220; 
sold for $65 cash out of which $13 commission was 
paid.
g. Entry of June 15—According to the engineer’s bill, 
the $1,000 charge covered a survey and preparation of 
a report on a proposed new shop lay-out occasioned 
by the discontinuance of war work and return to pro­
duction of civilian merchandise.
h. Entry of June 30—The amount of $3,600 is an esti­
mate of the loss of profit occasioned by closing during 
the period covered by the engineering survey above 
referred to. Corresponding credit was made direct to 
profit and loss account.
PERFECTION PR IN T IN G  CO., INC.
Equipment Account
EXA M IN ATIO N  Q U ESTIO N S—NOVEM BER, 1946
Date
1945 Ref. Debit Credit
Jan. 1 Balance forward ...................... $738,900
“ 25 Kelly Press #K-10.................... VR 12 2,500
“ 25 “ “ —freight.............. CB 95 130
30 “ “ —installation___ VR 25 200
Feb. 10 Sale o f monotype m achine... CB 98 $1,300
“
12 Second-hand high-speed cutter VR 30 1,350
19 Depreciation on monotype sold
February 10th ........................ J 75
25 Reversal of February 19th en­
try .............................................. J 76
27 Betterments—hand feed press
#3 ........................................................................... VR 39 100
27 Betterments—hand feed press
#3 ................................................ PR 67 50
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Mar. 3 Loss on sale o f 2 H P  m otor.. J 78 30
“
5 Reversal o f March 3rd entry.. J 78
5 Westinghouse 2 ½  H P  motor. V R 44 115
14 Sorter—repairs .............. ........... CB 105 60
Apr. 1 Graphite lubricating serv ice... VR 46 85
2 New sets of O E  type (brass) VR 46 370
9 Cases o f black and green ink. V R 47 150
15 Sundry equipment purchased at 
auction ........ .............................. CB 113 900
15 Agent’s commission on above 
purchases .................................. CB 114 90
16 Agent’s expenses on above pur­
chases ........................................ PC 49 10
May 4 Painting 3 old presses.............. PR 90 12
9 Metal shelves for paper stock VR 52 340
17 Sale o f lumber from old shelves CB 130
“
17 Profit and loss on sale of 
equipment—loss on sale of old 
shelves ......................................
30 Wiring for new shop ligh ts.. .
J
V R
81
56 160“ 31 Fluorescent fixtures complete 
with tubes ................................. V R 57 500
June 8 Sale of old shop lights............ CB 134“ 8 Commission on sale o f  old 
lights ........................................... CB 135 13
“ 15 Engineer’s fee (reconversion 
survey) .................................... CB 141 1,000
30 Estimated loss in production 
during period of reconversion 
survey ......................................... J 84 3,600
$753,650 $1,500
No. 3 (10  points)
The Eaton Company was incorporated July 10, 1945, with 
an authorized capital as follows:
Common stock, Class A, 20,000 shares, par value 
$25 per share
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Common stock, Class B, 100,000 shares, par value 
$5 per share
The capital stock account in the general ledger is credited 
with only one item in the year 1945. This represents capital 
stock sold for cash, at par, as follows:
Class A, 12,000 Shares 
Class B, 60,000 Shares
The sum of open certificate stubs in the stock certificate 
books at December 31, 1945, indicates that 82,000 shares 
of stock were outstanding.
a. State possible explanations for this apparent dis­
crepancy.
b. State the steps you would take to determine the cause 
of the discrepancy.
No. 4  (20  points)
After examining the following report, (a) criticize it 
fully and (b) write a corrected report.
To the Board of Directors of
The ABC Corporation:
We have examined the accounts of the ABC Corporation 
for the year ended March 31, 1946. We have examined 
and tested the accounts and records of the company and 
reviewed the accounting methods in operation. W e have 
examined the report submitted by X and Y, chartered ac­
countants, who have audited the subsidiary corporation of 
Toronto, Canada.
The president certified the inventories as being valued at 
the lower of cost or market. We verified inventory sum­
mary computations for clerical accuracy. Accounts receiv­
able were not confirmed. All liabilities have been included
EXAMINATION QUESTIONS—NOVEMBER, 1946
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in accordance with the accounting records. The accounting 
principles and practices followed by the company are in 
accordance with commonly accepted principles and proced­
ures for the industry and have been consistently maintained 
during the year.
In our opinion, the accompanying consolidated balance- 
sheet and related consolidated statement of profit and loss 
correctly present the financial condition of the corporation at 
March 31, 1946, and the results of operation for the fiscal 
year then ended.
No. 5 (1 0  points)
In studying individual balances shown in a trial balance 
of an accounts receivable ledger, it is necessary for the 
auditor to be alert with respect to certain factors which will 
influence his judgment as to the correct segregation and 
description of those balances for balance-sheet purposes. 
Set forth these factors and the significance of each.
No. 6  (1 0  points)
Your client ships goods in valuable containers. Con­
tainers are billed to customers and charged to their accounts 
at approximately 200% of cost price at the time the product 
is billed. They are, however, shown separately on the in­
voice, and allowance of the amount billed is made if they 
are returned within three months.
Describe the purposes of the various steps an auditor 
should take in connection with the containers and the ac­
counts affected thereby.
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No. 7 (1 0  points)
You are engaged in an audit for the year ended December 
31, 1945, and propose to count the petty cash fund at the 
opening of business January 1, 1946. The petty cash is 
carried in an imprest fund in the amount of $2,000.
Set forth detailed instructions with respect to the exam­
ination of petty cash and recommendations for related ad­
justment entries.
No. 8. (8  points)
Name four acts or situations which are regarded as con­
trary to ethical standards as generally recognized by the 
accounting profession.
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Examinations of May, 1947
Accounting Practice —Part I
May 14, 1947, 1:30 to 6:00 p.m.
[Solve both problems]
No. 1 (30  points)
Following are trial balances of A Company and its sub­
sidiary, B Company, at December 31, 1945. From them and 
the other information given, prepare a columnar consolidat­
ing work sheet showing in separate columns a consolidated 
balance-sheet and a consolidated income statement at De­
cember 31, 1945.
Debits A Company B Company
Cash ......................................................................... $  545,200 $ 267,300
Receivables, customers ......................................  187,000 375,400
W ar bonds ............................................................  1,575,300 556,000
Inventories ............................................................  398,200 146,800
Investment, B Company—
Bonds ..............................................................  198,000
Capital stock ................................................  300,000
Advances ........................................................  226,600
Investment, A  Company bonds (at p ar)........  30,000
Fixed assets .................   2,311,000 714,700
Unamortized bond discount............................... 2,700
Goodwill ......................................................................    90,000
Cost o f Sales..............................................  3,280,500 1,676,100
Selling and administrative expense..................  333,000 261,000
Depreciation expense ............ , ............................ 184,000 42,600
Interest expense ................    24,000 19,700
Bond discount amortized........ ...........................  300
Amortization of premium on B Company
bonds owned ....................................................... 2,000
Provision for income taxes................................  600,000 420,000
Dividends paid ..............  100,000 20,000
Total debits .......................................... $10,264,800 $4,662,600
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Credits A Company B Company
Accounts payable ...................................... ........ $ 79,200 $ 69,500
Accrued income taxes................................ ........  624,800 431,400
Other accrued expense.............................. ........  10,000 4,000
Advances from A ........................................ 226,600
Reserve for bad debts................................ ........  2,500 3,200
Reserve for depreciation.......................... ........  1,420,600 302,300
Reserve for postwar adjustments.......... ........  1,000,000 445,000
First-mortgage 3% bonds...................... . ........  800,000
First-mortgage 4% bonds........................ 200,000
Capital stock ............................................... ........  1,000,000 200,000
Paid-in surplus ........................................... ........  50,200
Earned surplus 1 2 /3 1 /4 4 ....................... ........  424,700 90,200
Sales .............................................................. ........  4,797,300 2,644,500
Interest—war bonds .................................. ........  20,400 5,000
—intercompany bonds ................ ........  7,200 900
—advances to B ............ ................ ........  11,700
Dividend received ...................................... ........  16,200
Net p r o fit ...................................... ..........................
Total credits .......................................... $10,264,800 $4,622,600
A Company on January 1, 1937, purchased from security 
holders its 81% interest in the capital stock of B Company 
and 90% interest in B Company bonds, the total considera­
tion being $516,000 of which $216,000 was allocated to the 
bonds. The purpose of the purchase was to obtain additional 
manufacturing facilities and B Company’s established 
markets for products similar to A Company’s regular line. 
The earned surplus of B Company as shown by its books 
on December 31, 1936, was $150,000. The 25-year first- 
mortgage 4% bonds had been originally marketed on De­
cember 31, 1929, to net 96¼.
For several years a part of the output of B Company 
has been an intermediate product sold to A Company at a
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uniform markup of 20% (on sales). Sales of this char­
acter recorded on B Company’s books were $258,000 for 
1945, of which $64,500 remained in A Company’s inventory 
at the end of the year; the corresponding amount in A 
Company’s inventory at the beginning of the year was 
$82,000.
A Company has made advances to B Company on which 
the latter pays interest semi-annually at the rate of 6% per 
annum. During 1945 (on July 1) an additional $50,000 was 
advanced.
A Company constructed a building, at a cost of $100,000, 
which, on January 1, 1940, was turned over to B Company 
for its use at a price of $120,000. Depreciation of 3% has 
been accrued thereon since that date.
No. 2 (20  points)
The stockholders of the Farm Equipment Co., vendors 
of horse-drawn machinery, resolved at their meeting of 
June 13, 1946, to liquidate as of August 31, 1946. The 
May 31, 1946, financial statement on which the stockholders 
predicated their decision to liquidate follows:
Balance Sheet 
As at May 31, 1946
ACCOUNTING PRACTICE
Assets
Cash ................ ..................................................... $ 36,750
Accounts receivable ............................................. 33,500
Inventory of merchandise....................................  120,250
Total current assets............................... $190,500
Furniture, fixtures, trucks, etc., less reserve... 20,500
Land and building, less reserve...........................  30,000
$241,000
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liabilities
Accounts payable, including taxes..........................  $ 15,600
Interest accrued on mortgage................................... 250
Accrued payroll ........................................................... 450
Total current liabilities..............................  $  16,300
6% Mortgage due January 1, 1948........................  10,000
Capital stock, 4200 shares, par value $50............  210,000
Surplus—balance at Jan. 1, 1946..............................  $24,050
Less loss for 5 mos. to May 31, 1946................ 19,350
Balance ........................................................  4,700
$241,000
According to the stockholders’ resolution of June 13, the 
liquidation is to be effected by the directors (who, being 
principal stockholders, serve without compensation) as 
follows:
“The $15,000 cash bid of a local real estate operator for 
the equity in the land and building is to be accepted im­
mediately, the purchaser to assume the outstanding mortgage 
of $10,000 and to pay all expenses of title search, closing, etc. 
Title is to pass as of June 30,1946, and Farm Equipment Co. 
is to pay mortgage interest accrued to that date. Insurance 
and taxes prepaid prior to June 30, 1946, are to be absorbed 
by vendor.
“All merchandise on hand is to be offered for sale at 80% 
of regular sales prices; such special sale to be conducted 
from June 17 to June 26 (both dates inclusive). These 
sales are to be on a strictly cash basis and to be final—no 
returns permitted.
“An auction is to be conducted on June 29 on the com­
pany’s premises and is to include all merchandise not dis­
posed of during the previous 10-day sale. All furniture,
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fixtures, and trucks and other equipment are also to be 
auctioned at this time. All sales made at such auction are 
to be strictly cash and final
“Any merchandise still remaining unsold after the auction 
is to be advertised daily in newspapers of neighboring com­
munities and disposed of at best prices obtainable.
“All employees, except the manager-bookkeeper, are to be 
given immediate notice of their release, at the dose of busi­
ness on June 30, and to be paid up to July 31. The manager- 
bookkeeper is to be given immediate notice of his release 
August 31, 1946, on which date he will be paid his salary 
for the four months ending December 31.
“A liquidating dividend (final) is to be paid on Septem­
ber 2, 1946, as of August 31, 1946, to all stockholders of 
record as at August 31, 1946.”
Sales of merchandise to regular customers on credit for 
the period from June 1 to 16 inclusive amounted to $9,500 
and were merged with the liquidation sales. All merchandise 
unsold after the auction was finally disposed of in August.
Depreciation subsequent to May 3 1 , 1946, may be ignored.
Following is a summary of the cash transactions for the 
three months ended August 31, 1946:
ACCOUNTING PRACTICE
Cash Transactions
June Dr. Cr.
Cash sales—regular ................................................  $ 5,850
Accounts receivable collections............................  23,500
Cash sales (special 20% discount)......................  47,350
C ash received from auction sales—
Merchandise ............................................................... 31,500
Furniture, fixtures, and trucks................................ 8,250
Auctioneer’s commission and expenses..............  $ 2,850
Interest on mortgage paid to May 31................  300
Proceeds from sale of land and building..........  15,000
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Officers and office salaries (including separa­
tion payments and $450 accrued payroll). . .  5,550
Accounts payable ............................................... 15,600
July
Accounts receivable collections.........................  1,250
Post-auction sales—
Merchandise ....................................................  3,500
Furniture, fixtures, and trucks....................  2,300
Salary of manager-bookkeeper for July.........  400
A ugust
Accounts receivable collections (final)............ 3,700
Collection agency fees.........................................  375
Salary of manager-bookkeeper (including sep­
aration payment) ...........................................  2,000
Legal fees and expenses re liquidation...........  675
$142,200 $27,750
You are required on the basis of the foregoing to prepare:
1. Necessary adjusting entries.
2. A  columnar worksheet showing the postings of cash 
transactions, the adjustments, and the cash available for 
final distribution.
3. A statement of loss on realization and expenses of liqui­
dation.
4. A statement showing the amount of cash to be distributed 
as a liquidating dividend to each of the following stock­
holders :
A .................. .................................... 1,600 shares
B ........................   1,200 “
C ........................................................ 900 “
D ........................................................ 360 “
E ............................................................... 140 “
T otal ..............................................  4,200 shares
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Theory of Accounts
May 15, 1947, 9:00 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowl­
edge of accounting theory and your ability to apply the 
knowledge you have acquired. Due weight will be given 
to the arguments presented to support your answers, 
even though the examiners may not agree with your 
conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
(a) What kind of transactions would necessitate the inclu­
sion of an item of unearned income on the balance- 
sheet ?
(b) Should an unearned income account be included in 
the proprietary section of the balance-sheet? If not, 
where should it be included?
(c) What disposition should be made of the balance of an 
unearned income account on the company’s books?
No. 2 (10  points)
When should liabilities for each of the following be re­
corded on the books of an ordinary business corporation ?
1. Dividends
2. Purchase commitments
3. Acquisition of goods by purchase on credit
4. Officers’ salaries
5. Special bonus to employees
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No. 3 (1 0  points)
(a) Explain briefly the meaning of the terms—
Prepaid expenses and deferred charges.
(b) What is the preferable way of treating these items on 
the balance-sheet?
No. 4  (10  points)
A corporation was considering, in 1946, the issuance of 
bonds as of January 1, 1947, as follows:
Plan 1: $1,000,000 par value 5%, 1st mortgage, 20-year 
bonds, due December 31, 1966, at 94, or
Plan 2 : $1,000,000 par value 5%, 1st mortgage, 20-year 
bonds, due December 31, 1966, with provision for 
payment of a 6% premium upon maturity.
Give two separate sets of journal entries with appropriate 
explanations showing the accounting treatment which the 
foregoing bond issues would necessitate, respectively:
(a) At time of issue
(b) Monthly thereafter
(c) Upon payment at date of maturity
Costs of issue such as printing, lawyers’ fees, etc., may 
be ignored for the purpose of answering this question. 
Discount and premium are to be allocated to accounting 
periods on a straight-line basis.
No. 5  (1 0  points)
State briefly the preferable position on the balance-sheet 
in which each of the fallowing should be shown. If any of 
the items should not be shown on the balance-sheet, indicate 
accordingly.
1. Capital surplus
2. Merchandise out on consignment
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3. Pension fund on deposit with a trustee (under a trust 
revocable at depositor’s option)
4. Reserve for depreciation of plant and equipment
5. Materials in transit—purchased F.O.B. shipping point
6. Self-insurance reserve
7. Reserve for doubtful accounts receivable
8. Merchandise held on consignment
9. Intangible assets
10. Contingent liabilities
GROUP II
[Answer any five questions in this group. No credit 
will be given for additional answers and, i f  more are 
submitted, only the first five in the order written by the 
candidate will be considered.]
No. 6  (10  points)
The bookkeeper of a large hardware company has made a 
practice of setting up raw materials and the corresponding 
accounts payable at the gross purchase price including trade 
and cash discounts. Mention (a) four important respects 
in which such a procedure might distort the company’s 
balance-sheets and (b) at least one way in which the operat­
ing statements based thereon would be distorted thereby. 
No. 7 (10  points)
(a) What item on the balance-sheet may be subjected to the 
“gross profit test” ?
(b) Demonstrate by a summary statement how the test is 
applied (using assumed amounts).
No. 8  (10  points)
Compare the last-in, first-out method of computing inven­
tories with the first-in, first-out method.
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No. 9  (1 0  points)
(a) Define the term “working capital.”
(b) State briefly what is meant by the term “working 
capital ratio,” how such ratio is calculated and how it 
is ordinarily stated.
No. 10 (1 0  points)
(a) Is there a duplication of charges to current year’s costs 
or expenses in cases where a sinking fund reserve is 
created for the retirement of bonds, as well as a depre­
ciation reserve with respect to the capital assets by 
which such bonds are secured?
(b) Discuss briefly the point raised by this question.
No. 11 (10  points)
(a) State the relationship among business organizations 
which makes the preparation of consolidated financial 
statements advisable.
(b) State briefly the purpose of preparing consolidated 
financial statements.
No. 12 (1 0  points)
(a) Name four important items relating to the accounts of 
a partnership as to which information should be obtain­
able by reference to the partnership agreement.
(b) In the absence of a specific direction in the partnership 
agreement, how should withdrawals of a partner 
during a fiscal year, which exceeded that partner’s 
share of profits for the year, be treated?
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Accounting Practice — Part I
May 15, 1947, 1 :30 to 6:00 p.m.
[Solve Problem 1 and either Problem 2 or 3]
No. 1 (30  points)
From the following information, prepare a balance-sheet 
as at December 31, 1944, in accordance with the authoriza­
tion of board of directors referred to below. Your adjust­
ments should be clearly keyed by letters or numbers on your 
working trial balance.
The Construction Corporation is engaged in a variety of 
construction work under contracts, the collections on which 
are made on the basis of engineering and architects’ esti­
mates as to stage of completion. Customers usually retain 
a percentage of the amount of each estimate pending com­
pletion of the contract.
Gross profit on contracts has been shown in the books 
and financial statements in the year of completion. Since 
experience has shown the loss on contracts to be negligible, 
the board of directors authorized the restatement of the 
accounts on the basis of accruing income in proportion to 
completion of contracts during 1944.
A trial balance of the general ledger of Construction 
Corporation at December 31, 1944, is as follows:
Dr. Cr.
Cash ........................................................................... $ 210,100 $
Imprest work funds............................................. 10,000
Earned receivables— billings based on en­
gineers’ and architects’ certificates..............  315,000
Retained percentages receivable........... ................ 110,000
Postwar excess-profits tax fund credit............. 32,000
Advance purchases ............................................... 220,000
Prepaid insurance ............................................... 31,000
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Investment in subsidiary company (Jones
Sand Co., In c .) .......................................................  100,000
Advances to subsidiary company (Jones Sand
Co., Inc.) ................   48,000
Land ......................................................................... 60,000
Buildings .....................................................................  240,000
Machinery and equipment............ , ...................  1,375,000
Reserve for depreciation—buildings, ma­
chinery, and equipment....................................................  700,000
Notes payable to banks......................................  40,000
Accounts payable—trade ..................................................  290,000
Estimated federal income and excess-profits
taxes payable ....................................................................  150,000
Accrued taxes—other than federal taxes on
income ................................................................. 25,000
Accrued expenses ................................................  22,500
Purchase money mortgages payable June 30,
1946 ........................................................................  200,000
Common capital stock....................   125,000
Capital surplus ....................................................  275,000
Earned surplus, January 1,  1944......................  318,600
Contract sales—billed revenues......................... 3,370,000
Cost o f contracts in progress............................  612,000
Cost o f contracts completed..............................  1,828,000
Administrative and general expenses............  175,000
Provision for federal income taxes—1944----- 150,000
$5,516,100 $5,516,100
Relevant data:
1. Summary of construction in progress:
Contracts
Total
Contract
Price
January 1 ,  1944 
. Balance 1944
Completion Cost
% of
Completion Cost
A $1,200,000 85 $814,000 15 $119,000
B 1,300,000 40 305,000 14 107,000
C 900,000 — 35 200,000
D 500,000 — 100 375,000
E 450,000 — 100 340,000
F 240,000 — 100 180,000
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2. The balance of $3,370,000 in “contract sales-billed 
revenues” account represents (a) the total of completed 
contracts billed in 1944 plus (b) incompleted contracts 
billed, as follows:
Contract B ........................................ ........................ $675,000
Contract C ........ ........................................................ 305,000
$980,000
ACCOUNTING PRACTICE
3. In its federal income-tax returns, the company reports 
contract gross profit on the basis of completed contracts. An 
estimated federal income-tax liability of $150,000 had been 
provided for in the accounts during 1944. The effective tax 
rate for 1943, 1944, and 1945 may be considered as being 
40% of net income (disregard interest on any prior years' 
income taxes and. the applicability of any other sections or 
provisions of the Internal Revenue Code).
4. Construction Corp. is using equipment of its wholly 
owned subsidiary, the Jones Sand Co., Inc., on Contract C, 
and in lieu of rent is allowing that company 50% of the 
gross profit on the contract, after deducting such rental 
charge. Such allowance is not shown in the accounts.
5. The corporation made advance payments for equip­
ment; these appear as charges in the advance purchases 
account as follows:
Cash advanced for machines not received............  $ 40,000
Cash advanced for machines received in Decem­
ber 1944, and in yard................................................. 70,000
Credits to trade accounts payable for machines
completed, billed, and held by vendors—not
paid for .......................................................................  110,000
$220,000
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No. 2 (20  points) (Alternate for No. 3 )
The Board of Aldermen of the City of Fulton determine 
to pave First Street at an estimated cost of $100,000 and 
take necessary legislative action to initiate the project. The 
charter of the City requires that the cost of such projects 
be shared 60% by the City at large and 40% by the district 
benefited. Bids are obtained and the contract for the work 
is awarded the ABC Construction Company for $95,000.
The accounts of the City are maintained on a full accrual 
basis with provision for encumbering appropriations and 
with assessment and other characteristic groups of accounts 
separated. The City has a Revolving Fund of $125,000 
which is used to finance uncollected assessments receivable 
and projects in process pending completion and assessment. 
This fund at present is invested in assessments receivable 
and other projects in process aggregating $75,000, and con­
sequently $50,000 must be borrowed temporarily on cer­
tificates of' indebtedness to finance the First Street project. 
Ten per cent of the front footage of property in the district 
benefited is city owned, half of that amount having been 
acquired through foreclosure of tax liens, and half repre­
senting the front footage of public buildings and facilities. 
Street improvement bonds, which will be general obligations 
of the City, will be sold to finance the City’s share of the 
cost of the improvement. For the purpose of section (a) 
this problem you may disregard any question of premium 
or interest on the temporary certificates of indebtedness and 
on the bonds, also ignore the fact that property improvement 
assessments are usually payable in installments.
(a) Prepare a series of entries in journal entry form, 
with complete explanations accompanying each, recording 
the various actions and financial transactions relating to this
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ACCOUNTING PRACTICE
undertaking as they might appear in the assessment fund 
accounts of the city.
The Assessment Roll submitted to the Board of Aldermen 
for confirmation provided for the payment of the assessment 
against respective properties in five equal installments, and 
was confirmed by the Board, as submitted, without change.
(b) You are required to prepare a draft of an assessment 
roll, making thereon two specimen entries for two separate 
property owners with respect to the first and second install­
ments.
No. 3 (20  points) (Alternate for No. 2 )
Submit pertinent working papers, a reconciliation of all 
reciprocal accounts of the three companies and an accounting 
of the differences between the original and corrected net 
income figures in summary form for use in preparing the 
income-tax returns of X and Y.
X is a processor of steel parts for machines, trading as 
the X Machine Company. Y assembles machine parts and 
trades as the Y Assembly Company.
On January 1, 1945, X and Y decided to form a partner­
ship, to be known as the General Manufacturing Company. 
It was contemplated that each partner would continue his 
own business, dealing both with the partnership and with 
outsiders. The profit-and-loss ratio was X 40% and Y 60%.
Statements of profit and loss follow. No audit was made 
of the accounts before preparation of the following state­
ments.
X Machine Co.
Sales .......................................... $265,000
Cost of sales..............................  154,000
General
Y Assembly Co. Mfg. Co, 
$540,000 $870,000
372,000 525,000
Gross profit $111,000 $168,000 $345,000
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Expenses ................................ . . .  78,000 93,000 210,000
Net profit from operations___ $ 33,000 $ 75,000 $135,000
Gain on sale of business prop­
erty ............................................
Loan by Y deemed worthless on 
account of adjudication in
3,500 3,000
bankruptcy ............................... 2,000
$ 36,500 $ 73,000 $138,000
An audit of the accounts and records of the three com­
panies at December 31, 1945, disclosed the following:
Included in cost of sales of General Manufacturing Com­
pany were purchases from the X Machine Company of 
$135,000. Sales to General Manufacturing Company on the 
books of X Machine Company were $145,000. Analysis of 
the discrepancy discloses that X  Machine Company had 
billed General Manufacturing Company for $8,000 which 
General Manufacturing Company claimed was fictitious. In 
addition, General Manufacturing Company took a credit of 
$2,000 for defective merchandise, not recorded by X Ma­
chine Company.
Y  Assembly Company disbursed substantial sums on be­
half of General Manufacturing Company during the first 
three months of the latter’s existence. An “Advances” 
account was used by both companies.
Analysis of the “Advances” account follows:
Charges to Credits to
Gen. Mfg. Co. Y  Assembly Co. 
On books of On books of
Y  Assembly Co. Gen. Mfg.Co.
Sale of Machine for Y Co. by Gen. Mfg.
Co...............................................................  $ 3,000
Insurance .........    2,000 $ 2,000
Legal expenses ..........................................  200
Freight ........................................................ 430
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Advertising ...................    125
Machinery .................. .................................  25,000
Supplies ...............................    10,050
Payroll .......................    11,190
$26,995 $27,000
Y Assembly Company also purchased parts from X 
Machine Company and sold them to General Manufacturing 
Company.
The books of the three companies involved showed the 
following entries in connection with these transactions:
ACCOUNTING PRACTICE
(1 ) On the books o f X  Machine Company
Y Assembly C om pany..................................  $55,000
Sales ............................................................... $55,000
(2 ) On the books of Y Assembly Company
Purchases ......................................................... $40,000
X  Machine Company................................... $40,000
General Manufacturing Company..............  $85,000
Sales .................................................... .. —  $85,000
(3 ) On the books o f General Manufacturing 
Company
Purchases ........................................................... $65,000
Y  Assembly Company................................  $65,000
X  and Y were unable to reconcile their differences and 
a Special Master in Chancery was appointed in January 1946 
to find an equitable reconciliation.
His findings were as follows:
(a) X Machine Company’s bill to General Manufacturing 
Company of $8,000 was entirely unsupported and 
therefore disallowed.
(b) General Manufacturing Company was entitled to $1,000 
credit for defective merchandise.
(c) Expenses disbursed by Y Assembly Company on be­
half of General Manufacturing Company were allowed
except for the following:
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1. Legal expense to be borne equally  
2. Advertising allowed in amount of $25 only
3. Payroll overstated on Y Assembly Company’s books
by $325
(d) The machine recorded on the books of General Manu­
facturing Company actually was owned by Y Assembly 
Company. General Manufacturing Company had de­
ducted $625 depreciation for the three-month period. 
Y Assembly Company had also deducted $625 depre­
ciation. This machine was used by General Manufactur­
ing Company from date of acquisition on July 1, 1945, 
to October 1, 1945, when it was sold by General Manu­
facturing Company for $27,375, or $3,000 in excess 
of adjusted book value. Y Assembly Company charged 
General Manufacturing Company with $3,000 repre­
senting actual profit of $2,375, plus rental charges of 
$625. This was allowed. The $3,000 was credited to 
Cost of Sales on Y Assembly Company’s books.
(e) As to sales by X Machine Company to Y Assembly 
Company and by Y Assembly Company to General 
Manufacturing Company, X Machine Company should 
have charged Y Assembly Company $50,000 and Y 
Assembly Company should have charged General Manu­
facturing Company $70,000.
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Commercial Law
May 16, 1947, 9:00 a.m. to 12:30 p.m.
[Reasons must be stated for each answer; no credit will 
be given for an answer unsupported by a statement of 
reasons. Whenever practicable, give the answer first 
and then state reasons. Answers will be graded accord­
ing to the candidate’s evident knowledge of the legal 
principles involved in the question rather than on his 
conclusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
(a) What is the effect of fraud upon a contract?
(b) What choice of remedies has the defrauded party?
(c) Where a party breaks his contract, what rights has the 
other party ?
(d) What is an accord and satisfaction?
(e) A lease under seal contained a clause giving the lessee 
the option to purchase the leased premises during the 
term of the lease for the sum of $1,000. The lessee 
during the term tendered lessor the $1,000 and de­
manded a deed. The lessor refused the tender and the 
deed on the ground that the option was unilateral and 
without consideration. Was he justified in his refusal? 
Explain.
No. 2 (10  points)
(a) Name the essentials of a negotiable bill or note.
(b) Is a note negotiable which gives the holder an option 
between payment in money and some other thing?
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(c) What implied warranties are made by an endorser?
(d) When does title to a  note or bill pass by operation of 
law? Name three instances.
(e) A made a note payable to B with interest. The note was 
undated. From what time does interest run?
( f )  A gave his negotiable promissory note to B for $1,000.
B fraudulently altered the note to read $10,000 and 
transferred it to C, an innocent holder for value in due 
course. Can C maintain an action against A on the 
note, and, if so, what sum will he recover?
No. 3 (1 0  points)
(a) (1) What is a de facto corporation, and (2) what is
its status, (a) in general, (b) as to the state, and
(c) as to others?
(b) The officers of a manufacturing corporation, by author­
ity of the directors, endorsed, in the corporate name, 
a note for the accommodation of an allied corporation. 
The note was discounted by a bank on the faith of the 
endorsement, and with knowledge that it was endorsed 
for accommodation.
1. May the corporation do this ? Why ?
2. Was the bank a holder in due course? Why?
3. May the bank recover upon the endorsement? Why?
(c) A corporation was engaged in mining. Another cor­
poration was engaged in manufacturing. The two en­
tered into an agreement of partnership.
1. Was this agreement within the powers of the com­
panies?
2. Can a corporation enter into a partnership with 
another corporation in the same line of business? 
Why?
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No. 4  (1 0  points)
(a) W hat is a  factor?
(b) W hat is a factor under a  del credere commission?
(c) Is a del credere agent liable to his principal as guar­
antor or as principal debtor?
(d ) W hat is the scope of authority and powers of an agent 
employed to manage a particular business?
(e) W hat are the exceptions to the general rule that an 
agent cannot delegate his authority?
( f)  Green Co. gave credit to Allen who was really the 
agent of Burt. The agency was unknown at the time 
but it was ascertained after Burt failed. Could Allen 
be held?
(g) Title to land was conveyed by deed to “John Jones, 
President of the Jones Company.” The John Jones 
Company was a corporation. In whom is the title 
vested?
No. 5  (1 0  points)
(a )  W hat is meant by the net operating loss carry-over 
and the net operating loss carry-back?
(b) 1. To what years may a net operating loss carry-back
or a net operating loss carry-over be applied?
2. In what order, and
3. Is there a  choice of order?
(c) In 1942 and 1943 the taxpayer had net income (after 
adjustments) of $3,000 and $10,000 respectively. In
1944 a net operating loss of $5,000 was sustained, and in
1945 a net operating loss of $14,000 was sustained. 
Illustrate the operation of the net operating loss carry­
back and carry-over.
(d ) W hat is meant by constructive receipt?
(e) Jones has a deposit of $5,000 in the A  Savings Bank,
COMMERCIAL LAW
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which credits interest on its deposits at the end of each 
year. Jones was ill during the latter part of 1945, but 
in February, 1946, he went to the bank which entered 
interest of $100 for 1945 on his bank book. For what 
year should Jones report this income?
GROUP II
[Answer any live questions in this group. No credit 
will be given for additional answers and, i f  more are 
submitted, only the first five in the order written by the 
candidate will be considered.]
No. 6 (10  points)
(a) In bankruptcy what constitutes a proof of claim? 
(1) Where, and (2) when must such claim be filed? 
(3) For what purpose? (4) What happens to proof 
of claims not filed within the statutory period of limita­
tions? What is that period?
(b) In bankruptcy have any debts priority in payment?
(c) If  so, what kinds, and how do they rank and to what 
extent?
(d) A receiver in bankruptcy employs a public accountant 
to examine and report on the accounts of the bankrupt. 
(1) May the receiver do this? (2) What is required? 
(3) How is the compensation for the accountant’s 
services determined?
No. 7 (10  points)
(a) Can a partnership hold real estate in its firm name?
(b) What is meant by the rule that partnership realty is 
considered as personalty, and when does it apply?
(c) What is a sufficient notice of a dissolution by act of the 
partners?
EXAMINATION QUESTIONS—MAY, 1947
144
(d) Is a partner entitled to compensation for services rend­
ered the firm?
(e) Equal partners, Allen and Burt, have assets consisting 
of real estate of the value of $20,000, personal property 
of the value of $10,000, and liabilities of $8,000. Allen 
dies with personal liabilities of $5,000 and no assets 
other than his interest in the partnership property. W hat 
is the effect of Allen’s death upon the partnership? 
How should the surplus of the partnership property 
be applied and distributed?
No. 8  (1 0  points)
(a) Name and describe the general provisions of the statute 
of frauds applied to sales.
(b) In sales of goods specially manufactured, how does the 
statute of frauds apply?
(c) W hat are the essentials of a written memorandum in 
order to satisfy the statute of frauds?
(d) Must the memorandum be in a special form or a single 
writing? Who must sign?
(e) A seller of goods drew on the buyer for the price of 
goods and transferred the bill of acceptance and the 
bill of lading together to the buyer. The bill of lading 
was to the order of the consignee and was endorsed in 
blank. The buyer did not honor the bill of exchange 
but endorsed the bill of lading to one who purchased 
the property in good faith for value and without notice 
that the bill of exchange was not honored. What are 
the purchaser’s rights as to the title to the goods ?
No. 9  (10  points)
(a) 1 . Is a contract of insurance assignable? Why?
2. What is the nature of an insurance contract between
COMMERCIAL LAW
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insurer and the insured in relation to the property 
covered? Does such insurance accompany the cov­
ered property on transfer or sale?
(b) On the sale of property can the seller assign to the 
buyer his interest in the fire insurance policy on the 
property? Explain.
(c) W hat rights have creditors of the insured under fire 
insurance policies payable to the insured—(1) before 
fire loss, and (2) after fire loss?
(d) W hat rights does a trustee in bankruptcy take in the 
bankrupt’s life insurance policies— (1) in policies 
payable to his estate, and (2) in policies payable to 
third party beneficiaries?
No. 10 (10  points)
(a) W hat is the essential difference between a bailment and 
a sale?
(b) Give at least four of the most important principles 
generally common to bailments.
(c) Into what three general classes are bailments divided?
(d) Carr deposited two rings with Burt for safekeeping. 
Burt sold them for a valuable consideration to Daniels 
who did not know of the bailment In a suit by Carr 
against Daniels, can Daniels set up his title through 
Burt?
(e) Allen rented an auto to Burt for a month. During that 
month the auto was destroyed in a collision with a  truck 
owned by Carr, through the joint negligence of the 
servants of Burt and Carr. Allen sued Carr for dam­
ages. Could he recover?
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No. 11 (1 0  points)
(a) Name the usual parts of a deed to real property.
(b) What are the (1) granting, and (2) habendum clauses 
of a deed?
(c) When does a deed become effective?
(d) 1. Name the five usual covenants in a deed.
2. Which are personal covenants, and
3. Which run with the land?
(e) What are the essential differences between a warranty 
deed and a quitclaim deed?
( f )  W hat are the usual covenants in a warranty deed?
No. 12 (10  points )
(a) What does the word “certify” indicate as applied to 
bank checks?
(b) The cashier of a national bank certifies a depositor’s 
check for $1,000. The depositor’s account at the time 
showed a credit balance of $500 as the cashier knew.
1. Was the certification lawful?
2. W hat was the cashier’s liability?
3. Is the check a valid obligation of the bank?
(c) A director of a national bank procured for a firm a 
loan of $100,000 from the bank in which he was a 
director. The firm agreed to pay the director a com­
mission of $1,000 for this service, which he received 
from the firm in the form of a  promissory note for 
$1,000. The note was not paid at maturity. He sues 
on the note.
1. Can the director recover on the note?
2. W hat was the status of the agreement between the 
firm and the director?
3 W hat was the nature of the director’s act?
COMMERCIAL LAW
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Auditing
May 16, 1947, 1 :30 to 5 :00 p.m.
[The candidate must answer all questions]
No. 1 (15  points)
Prepare a detailed audit program showing, step by step, 
what audit procedures you would follow in making the exam­
ination in which one of the most important phases involves 
marketable securities of substantial value, including stocks, 
bonds, and mortgages. For the purpose of this question, 
give in detail the section of your program covering your 
audit of these investments.
No. 2 (15  points)
Your client, the City Store, has 25,000 active accounts re­
ceivable. As of November 30, 1946, a month preceding the 
dose of the fiscal period, trial balance tapes of the accounts 
receivable were prepared as a part of your interim audit 
work. These trial balance tapes were checked to the indi­
vidual accounts receivable, were footed, and the total agreed 
with the general ledger controlling account.
Confirmation of receivables at November 30, 1946, was 
on the following basis:
Accounts in excess of $200 (1000 accounts aggregating 
60% of the dollar amount of the receivables) were circu­
larized with request for direct reply; negative confirmations 
were sent to the other customers. Differences reported had 
been satisfactorily reconciled.
Ignoring the question of uncollectible and past-due ac­
counts, what additional audit procedures would you recom­
mend in connection with the accounts receivable at the end 
of the calendar year?
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No. 3 (15  points)
Prepare a questionnaire for the evaluation of internal con­
trol covering cash receipts, for use in your initial annual 
audit of a large manufacturing company whose sales are 
made directly to retailers.
No. 4  (12  points)
(a )  Design an inventory tag and stub for use by a client 
conducting a moderate-sized wholesale plumbing ma­
terial and supply business.
(b) Write a memorandum of instructions such as might be 
necessary to instruct the client’s employees in the use 
of the tag and stub.
No. 5 (6  points)
State your views as to the propriety of accepting a con­
tingent fee in a professional accounting engagement. State 
reasons, noting exceptions, if any.
No. 6  (15  points)
During the course of your audit of the Burney Corpora­
tion, which was organized in June 1946, you came across the 
following account in the general ledger at the date of the 
audit, viz., December 31, 1946:
Fixed Properties
Date
1946 Item Debits
Tune 8 Organization fees paid to the state............ $ 1,500
June 16 Bond discount .................................................. 2,400
Tune 16 Land site and old existing building.......... 240,000
June 30 Corporate organization costs...................... 3,000
July 2 Title clearance fees............................................ 2,800
August 28 Cost o f razing old existing building.......... 4,200
September 1 Salaries of Burney Corporation executives 9,700
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December 12 Stock bonus to corporate promoters; par
value per share, 10; 2,000 shares...............  20,000
December 15 Bond interest, six  months..............................  1,500
December 15 County real estate ta x ................................... 2,200
December 15 Cost o f the new building completed............  555,000
Moreover during the course of this audit, the analysis of 
the foregoing account and of other accounts disclosed the 
following information:
(a) The building acquired June 16, 1946, was valued at 
$40,000.
(b) The company paid $4,200 for the demolition of the 
old existing building, then sold the scrap for $200, and 
credited the proceeds to miscellaneous income.
(c) The company executives did not participate in the 
construction of the new building.
(d) Bonds of a par value of $100,000, life 10 years, were 
sold to an underwriting syndicate at 97.6.
(e) The county real estate tax was for the six months ended 
December 31, 1946, and was assessed by the county 
on the land.
Prepare adjusting entries to correct the fixed properties 
account. Each journal entry should include an explanation.
No. 7 (1 0  points)
As of January 1, 1947, the Everlast Leather Company 
leased several acres of land on which they immediately built 
a shoe manufacturing plant of steel and brick construction. 
This building has an estimated life of 50 years. On March 
31, 1947, they sub-let a two 1-acre section to Keepwarm 
Furnace Mfg. Co. which has constructed a wooden building 
having an estimated life of 25 years. Everlast’s lease is for 
40 years and the sub-lease to Keepwarm is for 30 years.
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Under these circumstances, what steps should an auditor 
take? Your answer should be in the form of an audit 
program.
No. 8  (12  points)
How would you satisfy yourself as to the correctness of 
the relative expenditures in a case where you are auditing 
the books of the Town of Oakville and those of the Oakville 
Sports Center. The Sports Center is being maintained partly 
by the town and partly by voluntary gifts of residents.
Your answer should be in the form of brief programs.
151
Examinations o f November, 1947
Accounting Practice—Part I
November 12, 1947, 1 :30 to 6 p.m.
[Solve Problem 1 and either Problem 2 or 3]
No. 1 (30  points)
Arnold, Bates and Cass, a co-partnership, after many 
years of successful operation as wholesalers, encountered a 
period of losses, as a result of which the partners agreed to 
dissolve the partnership and liquidate the business.
Giving consideration to the information below, prepare
(a) a statement to show the amount of cash available for 
distribution to the partners at September 30, 1947, 
after reserving the full amount estimated to be re­
quired to complete the liquidation;
(b) a statement to show how the cash available at Sep­
tember 30, 1947, should be distributed to the partners;
(c) a balance-sheet of the partnership, after giving effect 
to such distribution.
(Disregard any adjustments of prepaid or accrued 
items, except as indicated.)
At June 30, 1947, the firm’s balance-sheet showed assets, 
liabilities and net worth as follows:
Assets
Cash ....................................................................................  $ 52,000
Accounts receivable ..................................................  $106,000
Less reserve for bad debts.......... .....................  4,600 101,400
Notes receivable ........................................................  5,600
Accrued interest on notes receivable........................  100
Merchandise, at cost..................................................  163,000
Prepaid expenses ........................................................  2,000
Cash surrender value o f life insurance...................  12,000
Building site, at cost..................................................  5,000
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Building, at cost..........................................................  $ 80,000
Less reserve for depreciation.............. ...........  26,000 54,000
ACCOUNTING PRACTICE
Furniture and equipment, at cost............................  $  37,000
Less reserve for depreciation........................  15,000 22,000
Goodwill ........................................................................  50,000
Total assets ....................................................  $467,100
Liabilities
Notes payable to bank................................................  $ 30,000
Accounts p ayab le ........................................................  47,000
Accrued liabilities ......................................................  5,500
5% mortgage on building and land.....................  25,000
Total liab ilities.................. .............................  $107,500
Partner’s loans:
Arnold ..................................................................  $ 30,000
Bates ....................................................................... 30,000 60,000
Net Worth
Partners’ capital ........................................................  $299,600
Total liabilities and net worth....................  $467,100
The net worth of $299,600 consisted o f the following 
amounts:
Debits Credits
Arnold,—Capital, balance 1/1/47 ..........................  $217,000
Arnold,—Drawing, net debits, six months ended
6/30/47 ................................ .............................. $12,380
Bates,—Capital, balance 1 /1 /4 7 ...........................131,000
Bates,—Drawing, net debits, six  months, ended
6/30/47 ....................................................................... 2,300
Cass,—Capital, balance 1/1/47 ................................. 22,300
Cass,—Drawing, net debits, six  months ended
6/30/47 ........  ............................................................ 5,239
Profit and Loss,—net loss for six months ended
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6/30/47, before allocation of partner’s salaries,
interest on investments, etc............................ . 50,781
The partnership agreement provided that annual salaries be 
credited to the partners as follows:
Arnold ........................................................  $ 5,000
... Bates ..........................................................  12,000
Cass ............................................................  25,000
In addition, interest at the annual rate o f six percent was to be 
credited to each partner on the basis o f his capital account balance at 
the beginning o f the year. After complying with the foregoing pro­
visions of partners’ salaries and interest on partnership capital, the 
resultant profit or loss was to be distributed equally among the 
partners.
The firm discontinued operations on June 30, 1947. No credit to 
partners’ accounts for interest on their investments nor for salaries 
were to be applied after this date. It was agreed, however, that Cass 
should dispose of the assets as rapidly as possible and be paid the 
sum of $10,000 from the proceeds for his services as liquidator.
On September 30, 1947, Cass reported collections as follows:
Accounts receivable ...................... .......................... $ 78,000
Notes receivable ....................................................... 2,500
Interest accrued on notes receivable.................  50
Merchandise sales ..................................................  96,000
$176,550
The cost of the merchandise sold was $108,000. Expenses of 
liquidation, including $5,000 of the compensation to be allowed Cass, 
amounted to $28,000. Arnold and Bates agreed to assume the respon­
sibility for carrying the life insurance policies on their respective 
lives. Beneficiaries were consequently changed and the cash surrender 
values charged against the partners as follows:
Arnold ........................................................... $6,000
Bates .............. ............................................. 5,000
The cash surrender value of $1,000 on the policy on Cass' life  
was realized in cash.
Arnold’s offer to purchase the building and site for $50,000 and 
to assume the mortgage o f $25,000 and accrued interest thereon in 
the amount of $500, was accepted by the other partners.
Cass also reported that by September 30, 1947, he had paid all
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accounts payable and accrued liabilities and had settled the firm’s 
obligation to the bank for $29,850, an allowance having been made 
for the unused portion o f the discount, included in prepaid expenses. 
It is estimated that in addition to the $5,000 yet to be paid to Cass 
for his services in liquidating the business $5,000 will be required 
for other expenses o f  liquidation.
No. 2 (2 0  points) (Alternate for No. 3 )
From the information below, prepare the following state­
ments, supported by whatever explanatory schedules you 
consider necessary:
(a) statement to show at what list price and at what net 
price per pound Yip should be sold;
(b) statement to show at what list price and at what net 
price per gallon Zip should be sold;
(c) condensed income statement to show, separately and 
combined, the results of operations in Yip and Zip, 
on the assumption that the entire quantity of each 
product manufactured will be sold at the respective 
prices indicated in the statements prepared in (a) and 
(b ), above, and that selling, administrative and gen­
eral expenses are to be included at the same estimate 
as is allowed in setting such prices.
Chemco, Inc. has perfected a process for producing from 
the three raw materials, A, B and C, two chemical com­
pounds, Yip and Zip.
The raw materials are required in the following propor­
tions by weight:
ACCOUNTING PRACTICE
A  ......................................................................................... 3 parts
B ......................................................................................... 5 parts
C ................................................................................   2 parts
10 parts
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The following diagram illustrates the manufacturing process: 
Raw Materials
A, B & C
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Mixing and Blending
Cooking
Yip Pre-Zip
Drying and Packing Electrolysis
Filtering into Drums
One hundred thousand (100,000) pounds of raw material will be 
processed. The unit costs of the three raw materials are as follows:
A ...............................................................$ 2.00 per pound
B............................................................... 50.00 per ton
C............................................................... 4.00 per gallon
Other costs of production are estimated to be:
Mixing, blending and cooking............................. $16,090
Additional costs applicable to Yip:
Drying and packaging...................................... 4,660
Additional costs applicable to Zip:
Electrolysis and filtering to drums................  6,920
The cooking process reduces the weight of the combined 
raw materials by 40 percent.
Out of 100,000 pounds of original raw materials, 20,000 
pounds of pre-Zip are obtained. Of the pre-Zip electrolyzed 
25% becomes a non-marketable precipitate, the remainder, 
a liquid, being filtered into 50-gallon drums without further 
attention.
The cost of drums, which are returnable and for which 
customers are to be charged specifically, is not to be included 
in either the cost or the price of Zip.
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Each product is to be sold on the basis of a list price, less 
35% and 10%. Of the net selling price of each product, 
25% is to be allowed for selling, administrative and general 
expenses, (including provision for income tax), and 20% 
for net profit after provision for all costs and expenses.
The company has never marketed either of the products, 
but has demonstrated the existence of markets for both if 
they can be manufactured to sell at suitable prices. Its ex­
perience in producing both these and other chemicals leads 
it to believe that the above estimates of cost relative to the
processing of 100,000 pounds of the three raw materials 
combined are reliable as a basis for setting a price for each 
of the products to be manufactured therefrom.
Note : One gallon of Zip weighs 7.5 pounds.
One gallon of Raw Material C weighs 8 pounds.
No. 3 (20  points) (Alternate for No. 2 )
From the data below, which show the ledger balances of 
the Water Department of the Town of G, at October 1 ,  1946, 
and reflect the department’s subsequent operations during 
the year ended September 3 0 , 1947, prepare a columnar work 
sheet form which balance sheets of the Water Department’s 
Operating Fund, Sinking Fund and Capital Fund as of 
September 30, 1947, and a Statement of Operations for the 
year then ended can be readily drawn.
Balance on October 1, 1946:
Cash ........................................................................................
Sinking fund cash.........................................................
Accounts receivable .............................................................
Stores inventory.............................................................. ..
Supplies .................................................... ....................................
Sinking fund investments...................................................
Plant and property..............................................................
Accounts payable ................................................................
Accrued interest payable ..................................................
Accrued liabilities ..............................................  ................
Bonds payable .......................................................................
$ 153,678 
207,843 
327,926 
136,052 
20,737
962,500
17,212,767
33,996
87,676
2,122
6,747,000
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Reserve for depreciation o f plant and property........  96,130
Reserve for retirement of bonds....................................... 41,333
Reserve for service connection replacements................... 7,491
Operating surplus ................................................................  465,775
Sinking fund reserve ........................................................... 1,170,343
Capital surplus ....................................................................  10,369,637
Summary o f the transactions for the year:
(1) Sales of water billed................................................... $ 832,952
(2) Other revenue billed......................................  90,951
(3 ) Collections of accounts receivable.................... 880,954
(4) Other income billed through accounts receivable 35,234
(5 ) Accounts receivable of prior years written o f f . . 12,840
(6) Invoices for stores.......................................... 63,172
(7 ) Invoices for the following expenses were approved:
Administration expense ................................. 139,303
Production expense ......................................  41,976
Distribution expense ......................................  176,099
(8 ) Invoices for supplies................................................  1,046
(9) Income of prior years received not previously
recorded ....................................  5,642
(10) Investments purchased for the sinking fu n d .. . .  570,000
(11) Stories used during the year..................................  61,299
(12) Supplies u s e d ..............................................................  $ 6,474
(13) Outstanding bonds became due and were paid
amounting to ..........................................................  79,000
(14) Warrants were issued for the payment of in­
terest ......................................................................... 295,190
(15) Warrants were issued for the additions to plant
and property costing ..........................................  145,269
(16) Interest expense for the year amounted to ..........  293,261
(17) The reserve for bond retirement was increased
by ............    79,250
(18) Appropriated from operations to the sinking
fund ........................................................................... 90,000
(19) Warrants were issued to pay vouchers.............  401,624
(20) Warrants were issued for all accrued liabilities
except interest ........................................................
(21) Sinking fund investments sold ............................  324,200
(22) Interest received from sinking fund investments 63,751
(23) Depreciation on plant and properties ................... 24,854
(24) The reserve for service connection replacement
was increased to ..................................................  10,491
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Theory of Accounts
November 13, 1947, 9 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowl­
edge of accounting theory and your ability to apply the 
knowledge you have acquired. Due weight will be given 
to the arguments presented to support your answers, 
even though the examiners may not agree with your 
conclusions.]
GROUP I
(Answer all questions in this group)
No. 1 (1 0  points)
For each of the following paragraphs state the letter and 
related number of the correct completing phrase.
(a) The M Company has under construction a large addi­
tional machine shop for its own use. Construction work 
in progress applicable thereto should appear on its 
balance-sheet as
(1) a  current asset, a part of work-in-process inven­
tory.
(2) an intangible asset
(3) an investment.
(4) a fixed tangible asset.
(5) a part of surplus.
(b) The M Company’s cash includes a sum of $1,000,000 
appropriated by resolution of the board of directors 
for the construction of a  new plant. On its financial 
statements this amount should be included
(1) on the balance-sheet as a current asset.
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(2) on the balance-sheet as a non-current asset, 
specifically identified.
(3) on the balance-sheet as a fixed asset, included as 
part of plant cost.
(4) on the income statement as a non-operating ex­
pense.
(5) on the balance-sheet as an allocation of surplus.
(c) The trial balance of the P  Company as of June 30, 1947, 
the end of its fiscal year, included opposite the title 
“Estimated Federal Income Taxes Accrued” the amount 
of $27,564.12, which included the company’s estimate 
of the Federal income tax it would have to pay for its 
1947 fiscal year and the amount of an unpaid additional 
assessment for the 1945 fiscal year. This amount should 
appear.
(1) on the balance-sheet as a general reserve.
(2) on the balance-sheet as a reduction of current 
assets.
(3) on the balance-sheet as a current liability.
(4) on the balance-sheet as an allocation of earned 
surplus.
(5) on the balance-sheet as an allocation of other 
surplus.
(d) The S Company leased space in a building for a period 
of 10 years from January 1, 1946. It spent $25,000 for 
improvements to the space to adapt it to its needs, it 
being expected that such improvements would outlast 
the period of the lease. The improvements were com­
pleted and placed in service on January 1, 1947. On the 
company’s financial statements as of December 3 1 , 1947, 
and for the year then ended, the amount expended 
should be shown
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(1) on the balance-sheet as a non current asset.
(2) on the income statement as an operating expense.
(3) on the balance-sheet as paid in surplus.
(4) on the balance-sheet as a current asset.
(5) apportioned between the income statement and 
the balance sheet, the income statement portion 
appearing as an operating expense and the bal­
ance-sheet portion as a non-current asset.
(e) The Y Company issued, on October 3 1 , 1947, $1,000,000 
of 20-year general mortgage bonds, at 105. The premium 
on these bonds should appear on the company’s balance- 
sheet at October 31, 1947, as
(1) a part of capital surplus
(2) a part of earned surplus
(3) a part of the liability, “bonds payable.”
(4) a deferred credit.
(5) an intangible asset.
No. 2 (10  points)
On January 1, 1946, the B Company assigned to the D
Company for a substantial consideration, its lease on a piece 
of vacant property, which will run until January 1, 1977, 
with an option of renewal for an additional period of 
twenty years.
During the year 1946, the D Company constructed on the 
property a building with an estimated life of 50 years. On 
January 1, 1947, the building was ready for occupancy and 
the company installed removable machinery with an esti­
mated average service life o f twenty years.
In  view of the foregoing facts, state over what period 
each of the following on the D Company’s books should 
be written off:
(a) Bonus paid to B Company;
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(b) Original cost of the building;
(c) Cost of building improvements;
(d) Machinery.
Give reasons for your answers.
No. 3 (10  points)
A company administers the sinking fund applicable to its 
own outstanding long-term bonds. State, with reasons for 
your selection, which of the following proposals relative to 
the treatment of sinking fund cash and securities you would 
recommend:
(a) to mingle sinking fund cash with general cash and 
sinking fund securities with other securities, and to 
show both as current assets on the balance-sheet;
(b) to keep sinking fund cash in a separate bank account 
and sinking fund securities separate from other se­
curities, but on the balance-sheet to treat cash as a 
part of the general cash and the securities as part of 
general investments, both being shown as current 
assets;
(c) to keep sinking fund cash in a separate bank account 
and sinking fund securities separate from other se­
curities, but to combine the two amounts on the 
balance-sheet under one caption, such as “Sinking 
Fund Cash and Investments,” to be listed as a non- 
current asset;
(d) to keep sinking fund cash in a separate bank account 
and sinking fund securities separate from other se­
curities, and to identify each separately on the bal­
ance-sheet among the current assets.
No. 4  (10  points)
State for each of the cases listed below, giving the reasons
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162
for your answers, whether the expenditures should be 
charged to an asset account or classified as an expense. If 
you consider that there are alternative procedures which 
might be followed state the conditions under which each 
would be appropriate.
(a) Installation of a machine.
(b) Inward transportation charges.
(c) Revision of shop layout.
(d) Taxes on land.
No. 5 (1 0  points)
During its fiscal year ended October 31, 1947, the S Com­
pany, a wholly-owned subsidiary of the P  Company, sold 
to the latter, at a profit, materials which it used in construct­
ing a new building for its own use. State (a) how the profit 
on the sales of these materials should be treated in preparing 
the consolidated financial statements of the P  Company and 
its subsidiary as of October 31, 1947, and for the year then 
ended respectively, and (b) how it should be treated in pre­
paring financial statements in subsequent years.
GROUP II
Answer any five questions in this group. No credit will be 
given for additional answers and, if  more are submitted, 
only the first live in the order written by the candidate will 
be considered.
No. 6  (10  points)
Your client, a furniture manufacturer, recently organized 
a department to make toys, utilizing therefor short lengths 
of expensive hardwoods, which were formerly disposed of 
as waste. In order to settle a dispute between your client’s 
chief accountant and the manager of the toy department, 
who feels that his department should be charged nothing for
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this kind of material, you are requested to recommend a 
method of determining the amount, if any, at which the short 
lengths should be transferred from the furniture depart­
ment to the toy department and to explain the reasons for 
your recommendation.
Draft the body of a letter to comply with this request.
No. 7 (10  points)
The A Company received a gift of several acres of land 
adjoining its present plant site. The assessed value of the 
property is $100,000. The day after the property had been 
transferred to it, the A Company refused a firm offer of 
$100,000 for it. The donor had paid $150 for the land thirty 
years before.
Draft a journal entry to record the foregoing transaction 
in the accounts of the A Company, indicating in your ex­
planation the reason for selecting whatever value, if any, you 
use for recording the gift.
Facts as to the valuation to be stated, other than those 
included in the question, may be assumed and stated, if 
necessary, to develop what you consider an appropriate ac­
counting procedure and to provide adequate supporting 
reasons for that procedure.
No. 8  (10  points)
A corporation which manufactures a product, new models 
of which are introduced annually, customarily shuts down 
the plant for two months each year for tooling and re­
arrangement of machines and processes.
Describe two methods by which the costs and expenses 
for the two shut-down months may properly be treated in 
the general accounts of the corporation.
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No. 9  (1 0  points)
In  August, 1947, the Rex Corporation purchased for its 
use in manufacturing operations, at a cost of $200,000, real 
estate, consisting of land and a building erected thereon, 
subject to a mortgage of $125,000, but has not at any time 
assumed the mortgage. In preparing the company’s financial 
statements as of August 3 1 , 1947, the close of its fiscal year, 
the controller included the gross cost of the property, 
$200,000, in fixed assets and the amount of the mortgage, 
$125,000 in fixed liabilities. The company’s treasurer ob­
jected, contending that the amount of the mortgage should 
be shown on the assets side of the balance-sheet as a deduc­
tion from the gross cost of the real estate, and omitted from 
the liability side of the statement.
Would you uphold the controller in his presentation or the 
treasurer in his contention? Give reasons for your answer. 
No. 10 (10  points)
In 1947 the Enterprise Electric Company built a new 
plant, chiefly with its own labor and under the direct super­
vision of its own engineers. Pursuant to instructions from 
the board of directors, a percentage of direct labor costs 
incident to this project was included in the cost of the new 
plant and credited to the salary accounts of the president, 
the general manager, and the controller, respectively.
(a) Discuss briefly: the theoretical soundness of the pro­
cedure of including in the cost of construction any 
part of the salaries of such officials as are identified 
above.
(b) Indicate on what basis, if at all, any portion of such 
salaries should be charged to the cost of the new 
plant.
THEORY OF ACCOUNTS
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N o . 1 1  ( 1 0  p o in t s )
A partnership has kept its accounts on the basis of stating 
assets at cost less appropriate reserve for depreciation or 
other allowances. At December 31, 1947, a partner who has 
a 40 per cent interest in profits and assets is to withdraw 
from the firm. The partnership holds a building under a 
lease having thirty years of remaining life. Because of in­
creased rental rates since the time when the partnership 
leased the building from the owner, the lease now has sub­
stantial value, although the partnership has paid nothing for 
it except current rentals. An offer of $450,000 has been re­
ceived for the lease. The partnership agreement contains no 
provision as to method of valuing assets in the event of 
liquidation.
State with reasons
(a) your opinion as to how the lease should be treated 
to produce equitable results, in computing the amount 
to be paid to the withdrawing partner;
(b) whether you think the books of the partnership have 
been correctly kept, with regard to accounting for 
this lease.
N o . 1 2  ( 1 0  p o in t s )
Discuss the prevailing concepts relative to the treatment 
of income taxes in the income and surplus statements in 
each o f the following cases, and indicate the treatment you  
prefer together with reasons for your choice.
(a) An item resulting in a material increase in income 
taxes of the current year is credited to surplus.
(b) An item resulting in a material reduction in income 
taxes of the current year is charged to surplus.
(c) A correction of income tax accruals of prior years 
is made in the current year.
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Accounting Practice—Part II
November 13, 1947, 1 :30 to 6 p.m.
[Solve both problems]
No. 1 (25  points)
Prepare from the information which follows:
(a) a statement of the company’s loan account with X 
Bank for the two months of September and October 
1947;
(b) a statement showing quantities of purchased mate­
rials covered by trust receipts at October 31, 1947;
(c) a statement of the balance of the Assigned Accounts 
Receivable account at October 31, 1947;
(d) a statement showing the quantity of the company’s 
product in inventory at October 31, 1947.
The ABC Company started business on September 1,
1947. On that date it entered into an agreement with the X 
Bank to finance the purchase of a  commodity under a trust 
receipt arrangement. Under the terms of the agreement, the 
suppliers of the ABC Company draw drafts against the X 
Bank for all-shipments to the company’s plant. The company 
then gives the bank a trust receipt for each shipment.
In converting the commodity purchased into the product 
which it sells the company sustains a quantity loss of four 
percent, adjustment for which is made when remittances 
to the bank are made.
All shipments from the plant are charged to Assigned 
Accounts Receivable and remittances to the bank for the 
purchased quantities used in such shipments are made as the 
assigned accounts receivable are collected. (Other sales of 
the company which result from direct shipments from their
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suppliers to their customers are not financed by the bank.) 
Remittances to the bank are based on an “average price per 
pound.” For the first half of September a price of $.1475 
per pound was agreed upon. For each succeeding half month 
period the “average price” is to be calculated by dividing 
the dollar balance in the loan account at the beginning of 
such period by the number of pounds for which the com­
pany has not paid at the same date.
The books of the company reflect the following for the 
period from September 1, 1947, through October 31, 1947:
Purchases
Financed by X Bank
Pounds Amount
Sept.— 1st half . . .  360,000 $52,800
Sept.—2nd half . . .  126,000 18,510
Oct.—1st half . . .  135,000 20,025
Oct—2nd half . . . 85,000 12,450
Sales and Collections on 
Assigned Accounts Receivable
Sales Collections
Pounds Amount Pounds Amount 
250,000 $42,040 183,000 $30,875
150,000 25,000 165,000 27,500
150,000 25,125 110,000 18,425
75,000 12,525 150,000 25,100
At October 31, 1947, there were 23,708 pounds of unconverted material on 
hand in the plant.
No. 2 (25  points)
From the data below prepare:
(a) an account sales for September, 1947, as rendered by 
each of the three consignees;
(b) columnar work sheet showing corrections to the ac­
counts of the Winston Company, as of September 
30, 1947;
(N o  adjustment of the provision for income taxes is 
required.)
(c) an adjusted balance-sheet of the Winston Company 
as of September 30, 1947;
(d) a condensed income statement of the Winston Com­
pany for the year ended September 30, 1947.
The Winston Company, which manufactures and sells gas 
burners to be installed in coal-burning furnaces, arranged
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in September, 1947, to sell some of its product through three 
dealers to whom it consigned burners packed with their re­
lated parts and fixtures, each such package being identified 
as a burner.
The contract with the consignee provides that:
(a) he shall fix the sales price for all burners to be sold 
in his territory, such price to be approved by the 
Winston Company;
(b) he shall pay all expenses incident to handling, selling 
and collecting for the burners after delivery to him, 
except for repairs and expenses pertinent thereto, 
required because of defective production;
(c) he shall retain as commission 25 percent of the 
amount for which he sells the burners, exclusive of 
installation charges;
(d) he shall be responsible for the proper installation of 
burners sold and may make therefor suitable charges 
in which the Winston Company shall not participate;
(e) he shall render, within 10 days after the end of each 
month, an account sales, accompanied by a check for 
the amount due the Winston Company as the result 
of transactions during the month to which the report 
relates.
A  condensed trial balance of the Winston Company’s
accounts at September 30, 1947, follows:
Dr. Cr.
Cash ............................................................................... $ 58,910
Accounts receivable ..................................................  241,964
Inven tories:
Finished burners and related parts and fix­
tures ....................................................................  21,200
Work in process, materials and supplies.. . .  42,271
Prepaid expenses ......................................................... 3,007
Plant ............................................................................... 128,762
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Accounts payable ....................................................... $ 31,742
Accrued liabilities .......................................................  138,798
Capital stock ...............................................................  100,000
Earned surplus ........................................................... 18,978
Sales ............................................................................... 643,947
Sales returns and allowances................................... 2,648
Manufacturing ............................................................. 129,384
Selling expense ........................................................... 139,637
Administrative expense ................................  ........ 89,423
Reserve for bad debts................................................  9,398
Reserve for depreciation...... ...................................  27,632
Non-operating income ..............................................  318
Non-operating expense ............................................  3,607
Provision for income taxes....................................  110,000
$970,813 $970,813
A ll shipments charged to Accounts Receivable were credited to 
Sales.
Accounts receivable included accounts with the three consignees, 
which, upon examination, revealed the following:
HOLM ES PLUM BING CO.
Debits:
9/4/47 18 burners shipped on consignment............  $3,600.00
9/20/47 Transportation charges paid on two burners
returned as defective ..................................... 22.00
9/27/47 Cost o f repairing two burners as defective.. 18.00
$3,640.00
Credits:
9/30/47 Cash received for 13 burners..........................  1,767.75
Balance, 9/30/47 ..........................................................................  $1,87225
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LUNDEEN HEATING EQUIPMENT CO.
Debits:
9 /6 /47  6 burners shipped on consignment................  $1,200.00
9/1S/47 Transportation charges on one burner re­
turned as defective ........ . .............................. 28.00
$1,228.00
Credits:
9/15/47 1 burner returned as defective... $200.00
9 /30 /47  Cash received for 3 burners..........  544.50 744.50
Balance, 9/30/47 ..........................................................  $  483.50
Q UINCY FUR NA CE COM PANY
Debits:
9/5 /47 12 burners shipped on consignment...............  $2,400.00
9/5/47 Freight prepaid on consigned burners...........  36.00
9/30/47 Commission on 9 burners................................. 450.00
$2,886.00
Credits:
9/30/47 Cash received for 9 burners............................  1,344.00
Balance, 9/30/47 ..........................................................................  $1,542.00
Consignees reported burners on hand at 9/30/47 as follow s:
Holmes Plumbing Co.................................. 3
Lundeen Heating Equipment Co.............. 2
Quincy Furnace Co......................................  3
Shipping records show that on September 27, 1947, the Winston 
Company shipped burners, freight prepaid, to replace those returned 
by consignees, as fo llow s:
T o: Holmes Plumbing Co.................................. 2
Lundeen Heating Equipment Co............ 1
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Burners on hand at the Winston Company’s plant at September 
30, 1947, numbered 212 and were inventoried at manufacturing cost 
Inventories at the beginning o f the period have been closed into 
Manufacturing while those at the end o f the period have been closed 
out o f  Manufacturing. A ll normal adjusting entries have been made 
for the fiscal year ended September 30, 1947. Unpaid commissions 
on sales were credited to Accrued Liabilities.
Account sales for September, 1947, with related checks, were re­
ceived by the Winston Company as fo llow s:
From: Holmes Plumbing Co................... October 7, 1947
Lundeen Heating Equipment Co.  October 12, 1947 
Quincy Furnace Co......................... October 9, 1947
Those from Holmes Plumbing Co. and Lundeen Heating Equip­
ment Co. reflect payments of $36.00 and $18.00, respectively, for 
transportation charges which they paid upon receiving their con­
signments; that from Quincy Furnace Company includes a charge 
for the cost o f repairs to a  defective burner, in the amount of $6.00.
A ll entries in the Winston Company’s accounts with the consignees 
which are dated September 30, 1947, were based on checks received 
and data recorded in their account sales received on the dates stated 
above.
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Commercial Law
November 14, 1947, 9 a.m. to 12:30 p.m.
[Reasons must be stated for each answer; no credit will 
be given for an answer unsupported by a statement of 
reasons. Whenever practicable, give the answer first and 
then state reasons. Answers will be graded according 
to the candidate’s evident knowledge of the legal prin­
ciples involved in the question rather than on his con­
clusions.]
GROUP I
[Answer all questions in this group]
No. 1 (10  points)
(a) Distinguish between partnership capital and partnership 
property.
(b) When does the partnership liability begin?
(c) Is an incoming partner liable for the debts and engage­
ments of the firm created prior to his admission to the 
firm?
(d) State the rule as to a partner’s right to be informed of 
all partnership transactions.
(e) What are general and special partners, respectively?
(f)  What acts will render the special partners liable as 
general partners?
(g) Jock and Kilroy, partners, took Lee in as a partner. At 
the time of Lee’s admittance, the partnership liabilities 
were $10,000. One year after Lee’s admittance the lia­
bilities were $15,000 and the assets $6,000. The partners 
decided then to dissolve. What is the liability of each 
partner under the Uniform Partnership Act?
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No. 2  (1 0  points)
(a) Are the words “value received” essential to the validity 
of a note or bill?
(b) In the absence of express authorization by court or 
trust instrument creating them, state the powers of ex­
ecutors, guardians, trustees, etc., with reference to 
issuing and endorsing negotiable papers.
(c) What implied warranties are made by an endorser 
“without recourse” or a transferror by delivery ?
(d) What is the effect of an alteration of a negotiable 
instrument ?
(e) What alterations are material?
( f ) B signed and gave to A a writing in the following form : 
“On demand I promise to pay A or order, $1,000 out 
of my account No. 17 in the Excell Savings Bank.” Is 
it a negotiable promisory note ?
(g) A note made by Steele was endorsed by Burt and dis­
counted at a bank; the note was not paid and the notary 
learning from the cashier of the bank that Burt was 
dead and that Gail was his executor, sent notice of pro­
test to Gail. Gail, however, had previously renounced 
his executorship and Fall had been appointed substi­
tute administrator.
1. Was the notice of protest proper?
2. Was this the due diligence required of the notary?
No. 3 (10  points)
(a) Define consideration in the law of contracts.
(b) Name the different kinds of consideration. Define each.
(c) What kind of consideration is necessary to support a 
simple contract?
(d) When will the delivery of the debtor’s unsecured and
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unendorsed negotiable note or check discharge a con­
tract to pay money?
(e) W hat will take a debt out of the statute of limitations?
(f)  X contracted to build a house for Y for $15,000. The 
specifications called for oak floors throughout the house. 
After completion Y  discovered that pine flooring had 
been used. Y refused to m ake the last payment of $2,000 
called for by the contract, attempted to rescind the con­
tract, and brought suit for the $13,000 already paid. 
X counterclaimed for $2,000. W hat are the respective 
rights of the parties?
No. 4  (10  points)
(a) As between bank and depositor:
1. What is the relation in an ordinary deposit and 
checking account?
2. What is the relation in a special deposit for a 
specific purpose?
3. Who has title to the deposits in (1) and in (2) 
above?
4. What are the rights of set-off of matured debts 
of a  depositor to a bank in a deposit and checking 
account ?
5. What are a bank’s rights of set-off of an imma­
ture note from a depositor?
(b) What is a bank’s liability for refusing to pay checks 
of its depositors, (1) as to the depositor, and (2) as to 
the payee ?
(c) Can a bank charge the depositor’s account for payment 
of the depositor’s check received by the bank through 
a forged endorsement? Explain.
COMMERCIAL LAW
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No. 5 (10  points)
(a) What is an act of bankruptcy?
(b) What are the six acts of bankruptcy?
(c) Is insolvency always a necessary element in connection 
with bankruptcy proceedings?
(d) In case of bankruptcy of a partnership and the partners, 
how are the estates distributed?
(e) What right of set-off exists between a creditor and a 
bankrupt?
( f)  Does the right of set-off apply to joint debts and 
credits?
(g) Does it apply in favor of a bank having money of the 
bankrupt on deposit?
GROUP II
[Answer any five questions in this group. No credit 
will be given for additional answers and, i f  more are 
submitted, only the first five in the order written by the 
candidate will be considered.]
No. 6  (10  points)
(a) What are the rights of mortgagor and mortgagee in the 
proceeds of insurance upon the mortgaged property, 
(1) when mortgagor insures, and (2) when mortgagee 
insures?
(b) What are the rights of vendor and vendee under a fire 
insurance policy on real estate in case of loss after mak­
ing the contract of sale but before conveyance?
(c) What are the rights of a life tenant and a remainderman 
under insurance procured separately by either one as to 
the other?
(d) Who can collect property insurance in case of loss after 
the death of the insured?
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(e) In case of fire loss what must the insured do to protect 
his rights under his policy?
( f )  How are the provisions in fire insurance policies con­
strued which require (1) immediate notice of loss, and 
(2) due or satisfactory  proof of loss?
No. 7 (10  points)
(a) Allen stole a ring from Burt and pledged it with a 
pawnbroker. Burt demanded the ring from the broker 
who refused to deliver it unless he received the amount 
advanced on it. Burt refused and brought replevin. Was 
his action maintainable?
(b) Allen delivered silver to Burt, a jeweler, to be made 
into a medallion. Burt was to receive $50 for his work, 
thirty days after the delivery of the medallion. After 
the completion of the medallion Burt refused to deliver 
it except upon the payment of the $50, claiming a work­
men’s lien. Was Burt justified in his refusal?
(c) An automobile was stored with the owner of a garage, 
at an agreed price for care and storage. The defendant’s 
night man, in charge of the garage, took the automobile 
out for his own purposes without permission and dam­
aged it. Could the owner of the automobile recover 
from the owner of the garage damages for the injury?
(d) Allen delivered woolen cloth to Williams to be made 
into ladies’ suits, agreeing to pay him $20 for each suit. 
After the suits were finished and before they had been 
paid for, Fredericks levied upon them under a judgment 
recovered against Williams. W as the levy good?
No. 8  (10  points)
(a) Name four ways an agency may be terminated by opera­
tion of law.
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(b) State four cases in which an agent may become per­
sonally liable to third persons.
(c) What is the rule as to an agent’s liability to third par­
ties for non-performance?
(d) What are the duties of an agent to account to his 
principal?
(e) What is the rule as to the profits made in the course of 
an agency?
(f)  An agent sent an order in the name of his principal, by 
mail the day before the death of the principal, to a mer­
chant with whom he had a general arrangement for 
goods to be supplied on order during the year. The mer­
chant, who was ignorant of the principal’s death, filled 
the order within a reasonable time. The principal’s exec­
utor refused to pay for the goods. Can file merchant 
recover?
(g) A traveling salesman authorized to contract to sell cer­
tain securities at par, reported to his principal that he 
had contracted to sell a large quantity at one per cent 
below par. The principal withheld action upon the re­
port for one month and then notified the vendee that the 
contract was repudiated. Is the principal bound by the 
contract?
No. 9  (1 0  points)
(a )  W hat essential records should a corporation keep?
(b) 1. Are books and records of a corporation admissible
in evidence in a judicial proceeding?
2. What do such records represent?
3. What steps are necessary to make such records com­
petent evidence?
(c) What are a stockholder’s preemptive rights when the 
capital stock issued is (1) increased, and (2) reduced?
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(d ) 1. What is meant by a stockholder voting by proxy?
2. May a proxy appoint another if he is unable to act 
under it?
3. May directors vote by proxy? Explain your answer.
(e) Directors of a corporation passed a resolution directing 
that $5,000 in stock of their company be paid to each 
director, provided that they procured subscriptions to 
$1,000,000 of stock of the company necessary for its 
success. They procured such subscriptions. A stock­
holder filed a bill in equity to restrain them from issuing 
stock to themselves fo r that purpose. Should the stock­
holder succeed? Why?
No. 10 (10  points)
(a) Define the term “adjusted basis.”
(b) What is meant by a  “substituted basis”? Illustrate.
(c) X had 100 shares of stock which cost him $10,000 in 
1943. On July 15, 1945, he made a gift of the 100 shares 
to Y. The market value was then $15,000. Later Y sold 
the stock for $20,000. What was Y’s basis to compute 
his taxable gain? What was Y’s gain?
(d) In 1945 a taxpayer’s net income, without considering 
gain or loss from capital asset transactions, was $10,000. 
During the year he sustained a net loss of $4,000 from 
the sale of the capital assets held for five months. What 
was the taxpayer’s net taxable income in 1945?
(e) In 1946 the same taxpayer had similar net income, 
without considering gain or loss from capital asset 
transactions. H is capital assets transactions, involving 
assets held for three months, resulted in a net gain of 
$1,500. What is the taxpayer’s net taxable income in 
1946, and what is the capital loss carryover to 1947, 
if any?
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No. 11 (10  points)
(a) Distinguish between a guaranty and a warranty.
(b) How does the release of a surety by the creditor affect 
the liability of co-sureties?
(c) What effect does alteration of the principal contract 
without the consent of the surety have on the surety’s 
liability?
(d) How does extension of time by the creditor to the 
debtor affect the liability of the surety?
(e) What is the surety’s right of contribution, and how is 
the amount of each contribution determined?
(f)  When does the statute of limitations commence to run 
against the right of contribution?
(g) If  there are two sureties on the bond of an insolvent 
principal, and one of them, without knowledge of the 
existence of a co-surety, is compelled to pay the whole 
debt, what remedy has he against the co-surety?
No. 12 (10  points)
(a) What effect does deviation and delay have on a carrier’s 
liability?
(b) How can a common carrier limit its liability?
(c) Is any special form required for a carrier to limit its 
liability ?
(d) What constitutes such delivery as will reduce the car­
rier’s liability to that of warehouseman ?
(e) When is a common carrier excused for a  failure to de­
liver goods to the consignee?
(f)  A  farmer employed Jones, a livery stable-keeper, to 
haul a load of wheat from the farm to market in a 
neighboring town. While the goods were in transit they 
were accidentally destroyed (without the fault of the 
livery-man) by a collision at a  railway crossing. Is the 
livery-man liable as a common carrier? Explain his 
status.
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Auditing
November 14, 1947, 1 :30 to 5 p.m.
[T he candidate m ust answ er all questions]
No. 1 (5  points)
State five significant provisions for which an auditor 
should particularly look in examining the Articles of Incor­
poration of a company and amendments thereto.
No. 2 (5  points)
(a) Explain briefly what is meant by the term “window 
dressing” as applied to financial statements.
(b) Describe two different ways in which such window 
dressing may be effected.
No. 3 (5  points)
Mention five different methods to which dishonest em­
ployees may resort in manipulating payrolls. (Do not give 
variations of the same method.)
No. 4  (5  points)
Enumerate five very important items which should be con­
sidered by an auditor in the evaluation of the nature and 
extent of the internal check and control relating to accounts 
receivable of a merchandising company.
No. 5 (15  points)
Comparison between the inter-office account of City 
Wholesale Hardware Co. with its suburban branch and the 
corresponding account carried on the latter’s books shows 
the following discrepancies at the close of business, Septem­
ber 30, 1947.
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1. A charge of 870 (office furniture) on HO taken up by 
branch as $780.
2. A credit by HO for $300 (merchandise allowance) taken 
up by the branch as $350.
3. HO charged branch $325 for interest on open account 
which branch failed to take up in full; instead, branch 
sent to HO an incorrect adjusting memo, reducing the 
charge by $75 and set up a liability for the net amount.
4. A charge for labor by HO, $433, was taken up twice by 
branch.
5. A charge of $785 was made by H O  for freight on mer­
chandise, but entered by branch as $78.50.
6. Branch incorrectly sent H O  a  debit note for $293, repre­
senting its proportion of bill for truck repairs; HO did 
not record it.
7. HO received $475 from sale of truck which is erroneously 
credited to branch; the branch did pot charge HO there­
with.
8. Branch accidentally received a copy of H O  entry dated 
10/10/47 correcting No. 7 and entered a credit in favor 
of HO as of September 30, 1947.
The balance of the account with the branch on the head 
office books showed $131,690 receivable from the branch at 
September 30, 1947. The inter-office accounts were in bal­
ance at the beginning of the year.
(a) What was the balance on the branch books before ad­
justment?
(b) What is the correct amount of the inter-office balance?
(c) Prepare a work sheet reconciling the amount of $131,­
690 on the HO books with the adjusted balance.
(d) Prepare journal entry or entries to adjust the branch 
office books.
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AUDITING
No. 6  (10  points)
Outline for use in a balance-sheet audit of a mercantile 
organization a program for the verification of the balance of 
trade accounts payable when a subsidiary ledger is main­
tained for such accounts, with a control in the general 
ledger.
No. 7 (15  points)
The R Company operates a retail store in which all sales 
are made for cash at the time of the sale and recorded on 
cash registers by the clerks who make the sales.
State with reasons what records of cash and sales the R 
Company should keep in order to enable an auditor to make 
a satisfactory verification of these items in a detailed audit 
of the company’s records.
No. 8  (15  points)
In response to a request from a prospective client, criti­
cize briefly, item by item, the form and terminology of the 
following balance-sheet.
BALANCE-SHEET OF THE ABC COMPANY 
For the Year Ended December 31, 1946 
Assets
Current:
Cash and related items....................................................  $ 11,000
Accounts and notes receivable........................................ 758,000
Raw material (market $100,000) ......................................... 160,000
Work in process, cost.....................................................  35,000
Finished goods, sales price................................................... 315,000
Supplies ...........................................................................  78,000
Investments .................................................................................  155,000
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F ixed :
Land, buildings, machinery, patents................................... 1,500,000
Investments ............................................................................... 300,000
Treasury Stock ....................................................................... 18,000
Deficit ................   800,000
Total assets .................................................................  $4,130,000
Liabilities
Current:
Miscellaneous current liabilities........................................ .  $ 54,000
Accounts and notes payable................................................... 826,000
F ixed :
Mortgages and bonds....................   1,000,000
Preferred and common stock............................................... 1,700,000
Reserves for d ep recia tion ................................................. 200,000
Miscellaneous reserves .........................................................  350,000
Total liabilities ...................... . ........................................  $4,130,000
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No. 9  (10  points)
W hat would you accept as satisfactory documentary evi­
dence, such as sales invoices, vendors’ invoices or other 
original records, in support of entries in the following:
(a) Sales Register
(b) Sales Returns Register
(c) Creditors’ Voucher or Invoice Register
(d) Payroll
(e) Check Register
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No. 10 (5  points)
A public accountant has a financial interest in an enter­
prise which he audits. Discuss the conditions under which it 
is proper and not proper, respectively, for the public account­
ant to express his opinion on the financial statements of this 
enterprise.
No. 11 (10  points)
The following accounts appear on the ledger of a city: 
Estimated Revenue 
Appropriations 
Encumbrances 
Unappropriated Surplus
State what evidence you would consider satisfactory in 
support of entries to each of these accounts.
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